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DEPARTMENT  OF  EDUCATION 

34  CFR  Parts  74,  75, 76,  77,  237,  263, 
300,  356,  562, 630,  653,  and  762 

Education  Department  General 
Administrative  Regulations 

AGENCY:  Department  of  Education. 
ACTION:  Notice  of  proposed  rulemaking. 

SUMMARY:  The  Secretary  proposes  to 
amend  the  Education  Department 
General  Administration  Regulations 
(EDGAR)  to  reduce  burden  by  deleting 
unnecessary  requirements  and 
provisions;  remove  sections  already 
contained  in  other  Department  of 
Education  (Department)  regulations; 
update  financial  reporting  requirements 
and  payment  methods  to  comply  with 
the  Treasury  Department's  mandate  to 
eliminate  the  Federal  Reserve  Bank 
letter-of-credit  and  reduce  dependence 
on  paper  checks;  and  include  provisions 
for  the  award  and  administration  of 
cooperative  agreements  under  31  U.S.C. 
Chapter  63.  The  Secretary  also  proposes 
to  add  regulations  making  financial  aid 
recipients  who  are  not  current  in  the 
repayment  of  debts  owed  to  the  Federal 
government  ineligible  for  discretionary 
grants  and  other  forms  of  assistance 
from  the  Department  of  Education. 

Certain  EDGAR  provisions  relating  to 
preapplications  would  be  transferred  to 
the  program  regulations  for  the  only 
program  which  currently  uses 
preapplications;  other  EDGAR 
provisions,  relating  to  State  complaint 
procedures,  would  be  transferred  to  the 
program  regulations  of  the  program  from 
which  they  were  derived  originally, 
Assistance  to  States  for  Education  of 
Handicapped  Children. 

Finally,  the  cost  principles  in  Part  74 
would  be  amended  in  order  to  ensure 
the  Department’s  conformity  with  the 
requirements  of  the  revised  Office  of 
Management  and  Budget  (OMB) 
Circulars  A-21  and  A-110. 

DATES:  Comments  must  be  received  on 
or  before  November  16. 1988. 

ADDRESSES:  All  comments  concerning 
these  proposed  regulations  should  be 
addressed  to  Mary  Hughes,  Grants  and 
Contracts  Service,  U.S.  Department  of 
Education,  400  Maryland  Avenue,  SW. 
(Room  3122,  Regional  Office  Building 
No.  3),  Washington,  DC  20202. 

A  copy  of  any  comments  that  concern 
information  collection  requirements 
should  also  be  sent  to  the  Office  of 
Management  and  Budget  at  the  address 
listed  in  the  Paperwork  Reduction  Act 
section  of  this  preamble. 


FOR  FURTHER  INFORMATION  CONTACT: 

Mary  Hughes.  Telephone:  (202)  732- 
7400. 

SUPPLEMENTARY  INFORMATION:  In  a 

continuing  effort  to  improve  the 
administration  of  Department  programs 
and  service  to  the  public,  and  in  order  to 
reduce  regulatory  burden,  the  Secretary 
has  identified  certain  provisions  of 
EDGAR  that  should  be  revised  or 
removed.  These  provisions  are  in 
addition  to  those  published  as  final 
regulations  in  the  Federal  Register  of 
luly  24, 1987  (52  FR  27801). 

As  with  the  earlier  publication,  the 
Secretary  has  identified  opportunities  to 
remove  sections  that  are  obsolete  or  not 
required  by  law.  In  addition,  the 
Secretary  proposes  amendments  to 
reflect  the  most  efficient  and  cost- 
effective  method  of  making  payments  to 
grantees,  in  accordance  with  Treasury 
Circular  1075  (31  CFR  Part  205)  and  the 
Treasury  Department  mandate  to 
replace  letter  of  credit  and  Treasury 
check  payments  with  more  efficient 
electronic  funds  transfers.  The  Secretary 
also  proposes  to  make  changes  in  the 
financial  reporting  requirements  to 
reduce  burden  on  grantees. 

Finally,  the  Secretary,  recognizing  the 
increase  in  the  number  of  cooperative 
agreements  used  by  the  Department  and 
consistent  with  the  rulemaking 
requirements  of  the  General  Education 
Provisions  Act  (GEPA)  section  431, 
proposes  to  revise  sections  of  EDGAR  to 
establish  requirements  for  the  award 
and  use  of  cooperative  agreements 
under  31  U.S.C.  Chapter  63. 

The  Secretary  is  open  to  further 
suggestions  for  the  deregulation  of 
EDGAR  and  is  particularly  interested  in 
public  comment  on  the  award  and 
administration  of  cooperative 
agreements. 

The  specific  parts  and  sections 
proposed  for  revision  are  as  follows: 

Section  74.3 — The  Secretary  proposes 
to  continue  using  general  grant-making 
procedures  to  enter  into  cooperative 
agreements  rather  than  establish  an 
entirely  new  selection  process  for 
cooperative  agreements.  The  Secretary 
proposes  to  amend  the  definition  of 
“grant”  in  §  74.3  to  include,  specifically, 
cooperative  agreements  rather  than 
relying  on  the  fact  that  the  current 
definition  of  “grant"  covers  all  types  of 
assistance  relationships.  However,  the 
Secretary  believes  that  some  additional 
procedures  are  necessary  for  the 
administration  of  cooperative 
agreements.  Therefore,  the  Secretary 
proposes  to  add  requirements  for 
cooperative  agreements  in  appropriate 
places  throughout  the  regulations. 


Section  74.47 — The  Secretary 
proposes  to  amend  this  section  to  reflect 
the  codification  of  the 
Intergovernmental  Cooperation  Act  of 
1968  into  Title  31  of  the  U.S.  Code, 
Chapter  65,  and  to  reflect  amendments 
to  OMB  Circular  A-110  regarding 
income  on  advances  made  to  grantees. 
Under  the  amendments  to  the  Circular  a 
grantee,  other  than  a  State  as  defined  in 
31  U.S.C.  6501,  is  required  to  hold 
advances  in  an  interest-bearing  account. 
Any  interest  over  $100  per  year  must  be 
paid  to  the  Department.  The  exception 
in  §  74.47(b)  regarding  interest  earned 
by  States  does  not  apply  to  programs 
subject  to  section  487  of  the  Higher 
Education  Act  of  1965,  as  amended  (20 
U.S.C.  1094). 

Sections  74.73,  74.74.  74.75,  74.76, 

74.91,  74.93  and  74.96 — The  Secretary 
proposes  to  revise  these  sections  to 
reflect  current  procedures  for  financial 
reporting  and  to  describe  the  most 
efficient  and  cost-effective  method  of 
making  payments  to  grantees,  in 
accordance  with  Treasury  Circular  1075 
(31  CFR  Part  205)  and  other  guidance 
provided  by  the  Treasury  Department. 
For  example,  the  amendment  to  §  74.91 
would  change  the  definition  of  “advance 
by  Treasury  check”  to  “advance”  to 
reflect  the  Secretary’s  discretion  to 
make  advances  through  other  methods 
authorized  by  the  Treasury  Circular.  The 
current  regulations  do  not  fully  describe 
the  kind  of  payment  methods  the 
Secretary  may  use  to  implement  the 
requirements  of  the  Treasury  Circular. 

Section  74.94 — The  Secretary 
proposes  to  remove  this  section  because 
it  is  redundant  with  §  74.93  as  revised. 
Proposed  §  74.93  would  now  cover 
payment  methods  for  both  construction 
and  non-construction  grants. 

Section  74.172 — The  Secretary 
proposes  to  revise  this  section  because 
it  is  outdated.  Currently,  educational 
institutions  follow  the  cost  principles 
found  in  EDGAR,  Part  74,  Appendix  D; 
these  cost  principles  implement  OMB 
Circular  A-21,  Cost  Principles  for 
Educational  Institutions.  However,  in 
1979  and  again  in  1982,  OMB  revised 
Circular  A-21.  The  Department  has  not 
yet  implemented  these  changes  in 
EDGAR.  Additionally,  OMB  revised 
Circular  A-21  on  June  9, 1986,  at  51  FR 
20908,  and  on  December  2, 1986,  at  51  FR 
43487,  to  establish  a  fixed  overhead 
allowance  for  the  administration  of 
federally  sponsored  grants  and 
contracts  at  educational  institutions. 

The  fixed  allowance  will  equal  3.6 
percent  of  modified  total  direct  costs, 
and  no  faculty  reporting  will  be  required 
to  support  the  allowance.  These 
regulations  amend  EDGAR  by  revising 
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Appendix  D  of  Part  74  to  include  the 
current  provisions  of  OMB  Circular  A- 
21.  These  changes  will  permit  the 
Department  to  ensure  consistency  with 
the  government-wide  requirements  of 
Circular  A-21. 

Section  74.174 — In  recent  years 
Congress  has  passed  laws  that  make 
for-profit  organizations  eligible  for 
grants  under  some  programs 
administered  by  the  Secretary.  The 
Department  has  no  regulations  that 
specify  what  cost  principles  apply  to 
these  organizations  when  they  receive 
grants.  Therefore,  the  Secretary 
proposes  to  apply  the  cost  principles  for 
commercial  organizations  when  the 
Secretary  makes  a  grant  to  a  for-profit 
organization.  These  principles  already 
apply,  under  the  Federal  Acquisition 
Regulations,  to  for-profit  organizations 
that  enter  into  contracts  with  the 
Federal  government  (48  CFR  Part  31). 

The  underlying  principle  that  the 
Federal  government  should  pay  only  for 
costs  to  assist  a  grant  activity  is  not 
changed  simply  because  for-profit 
organizations  are  made  eligible.  Thus,  to 
ensure  that  the  Department  does  not  pay 
for  costs  that  inure  to  the  owners  of  a 
for-profit  grantee,  the  proposed 
regulations  would  provide  that  no  fee  or 
other  element  above  actual  costs  may  be 
paid  to  a  for-profit  organization  that 
receives  a  grant  from  the  Department. 

Section  74.175 — The  Secretary 
proposes  to  revise  this  section  to  update 
references  that  are  obsolete  due  to 
legislative  and  regulatory  changes. 

Sections  75.3  and  76.3 — The  Education 
Department  General  Administrative 
Regulations  in  34  CFR  Part  74  are 
referenced  in  each  set  of  applicable 
program  regulations.  Thus,  it  is 
unnecessary  to  include  the  reference 
again  in  Parts  75  and  76  of  EDGAR. 
Therefore,  the  Secretary  proposes  to 
remove  these  two  sections. 

Section  75.4 — The  Secretary  proposes 
to  revise  this  section  by  updating  the 
cross-reference  to  the  regulations  for 
contracts  that  will  appear  in  Title  48  of 
the  Code  of  Federal  Regulations. 

Sections  75.60  through  75.62 — 
Consistent  with  the  requirements  of 
OMB  Circular  A-129,  Managing  Federal 
Credit  Programs,  dated  May  9, 1985,  the 
Secretary  proposes  to  add  regulations 
making  persons  who  are  not  current  in 
repaying  debts  owed  to  the  Federal 
government  ineligible  to  receive  a 
fellowship,  scholarship,  or  discretionary 
grant  from  the  Department.  In  order  to 
demonstrate  the  concern  of  the 
Secretary  regarding  the  need  for 
individuals  to  meet  their  responsibilities 
under  the  programs  of  this  Department, 

§  75.60  lists  the  current  ED  programs 
under  which  an  individual  might  owe  a 


debt  to  the  Department.  The  Department 
already  has  provisions  in  the  regulations 
implementing  the  student  financial 
assistance  provisions  of  Title  IV  of  the 
Higher  Education  Act  of  1965  (Title  IV), 
as  amended,  that  prohibit  a  student 
whose  account  under  certain  Title  IV 
programs  is  not  current  from  receiving 
further  financial  assistance  from  the 
Department.  While  these  procedures  do 
not  fully  implement  Circular  A-129,  they 
do  reach  a  substantial  portion  of  the 
debt  owed  to  the  Department.  The 
requirement  for  eligibility  proposed  in 
§  75.60  would  increase  the  Department’s 
ability  to  ensure  that  individuals  repay 
debts  incurred  under  those  Title  IV 
programs  and  the  other  programs  listed 
in  that  section.  The  Secretary  believes 
that  an  essential  condition  for  an 
individual  receiving  a  fellowship, 
scholarship,  or  discretionary  grant  is 
that  the  individual  keep  his  or  her 
account  current  as  required  under  prior 
loan  or  grant  conditions. 

This  Department  and  twenty-six  other 
agencies  have  published  final  and 
interim  final  Nonprocurement 
Debarment  and  Suspension  regulations. 
These  regulations  permit  debarment  of 
an  individual  or  organization  that  failed 
to  pay  a  single  substantial  debt,  or  a 
number  of  outstanding  debts,  owed  to 
any  Federal  agency  or  instrumentality, 
provided  the  debt  is  uncontested  by  the 
debtor  or,  if  contested,  provided  that  the 
debtor’s  legal  and  administrative 
remedies  have  been  exhausted.  Thus, 
the  Department  does  not  intend  to  make 
awards  to  individuals  debarred  or 
suspended  under  Debarment  and 
Suspension  regulations. 

Section  75.61  requires  an  applicant  for 
a  fellowship,  scholarship,  or  direct  grant 
to  certify  that  he  or  she  is  eligible  under 
§  75.60,  and  not  debarred  or  suspended 
under  regulations  established  under 
Exective  Order  12549.  The  fact  that  an 
award  is  made  to  an  individual  who  has 
provided  a  certification  required  by 
§  75.61  does  not  mean  that  the  Secretary 
has  concluded  that  the  individual  is 
eligible  under  §  75.60.  If  an  individual  is 
not  current  in  repaying  debts  owed  to 
this  Department  or  any  other  Federal 
agency,  or  has  been  debarred  or 
suspended  by  this  Department  or  any 
other  Federal  agency,  and  fails  to  certify 
to  those  facts,  the  Secretary  may 
proceed  with  a  civil  action  to  recover 
the  funds  made  available  and  may  take 
other  legal  actions  aganst  the  individual. 

The  Secretary  directly  administers  a 
number  of  fellowship  and  scholarship 
programs  and  a  few  programs  where 
discretionary  grants  may  be  made  to 
individuals.  However,  not  all  fellowship 
and  scholarship  programs  are 
administered  directly  by  the  Secretary. 


In  some  cases  an  institution  of  higher 
education  may  make  fellowships.  Under 
other  programs,  a  State  or  State 
educational  Agency  may  make  awards 
after  receiving  funds  on  a  formula  or 
other  basis.  Sometimes  the  Secretary 
awards  a  grant  to  the  institution  or 
organization  making  the  awards;  in 
other  cases,  the  Secretary  enters  into  an 
agreement  with  the  institution  or 
organization.  Whatever  the  nature  of  the 
programs  involving  an  institution  of 
higher  education,  State  educational 
agency,  or  other  intermediate  entity, 

§  75.62  is  intended  to  apply  to  the  entity, 
imposing  minimal  requirements  to 
ensure  that  a  fellowship  or  scholarship 
is  not  provided  to  an  individual  who 
fails  to  keep  his  or  her  prior 
commitments.  Section  75.62  requires  that 
an  entity  to  which  the  section  applies 
obtain  a  certification  from  each 
individual  who  applies  for  a  fellowship 
or  scholarship.  The  certification,  made 
under  penalty  of  perjury,  would  state 
that  the  individual  is  eligible  under 
§  75.60,  and  not  debarred  or  suspended 
under  regulations  established  under 
Executive  Order  12549.  If  an  applicant 
failed  to  provide  the  certification  or  the 
entity  is  informed  by  the  Secretary  that 
the  applicant  is  ineligible,  the  entity 
would  be  prohibited  from  giving  the 
applicant  a  fellowship  or  scholarship. 
Section  75.62  also  permits  the  Secretary 
to  require  that  an  entity  subject  to 
§  75.62  submit  a  list  of  proposed  or 
actual  fellowship  or  scholarship 
recipients  to  the  Secretary  so  the 
Secretary  may  verify  the  eligibility  of 
these  individuals.  If  the  Secretary 
determines  that  an  individual  has 
provided  a  false  certification,  the 
Secretary  may  take  appropriate  legal 
action,  including  recovery  of  any  funds 
made  available  to  the  individual. 

The  Secretary  is  interested  in 
receiving  comments  on  whether  the 
Secretary  should  also  apply  the  §  75.60 
eligibility  provisions  to  programs  where 
the  Secretary  or  an  intermediate  entity 
provides  stipends  to  individuals. 

Finally,  as  a  technical  matter,  the 
Secretary  intends  to  have  these 
regulations  apply  to  all  fellowship  and 
scholarship  programs  of  the  Department. 
However,  some  of  the  fellowship  and 
scholarship  programs  do  not  apply  Part 
75  to  the  program.  Therefore,  the 
Secretary  is  proposing  in  this  document 
to  amend  the  program  regulations  of 
those  programs  that  do  not  apply  Part  75 
to  include  a  direct  reference  to  these 
proposed  new  sections.  The  program 
regulations  that  are  being  amended  for 
this  purpose  are  the  Christa  McAuliffe 
Fellowship  Program  (Part  237),  the 
Indian  Fellowship  Program  (Part  263), 
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Handicapped  Research:  Research 
Fellowships  (Part  356),  Bilingual 
Education:  Fellowship  Program  (Part 
562),  the  Paul  Douglas  Teacher 
Scholarship  Program  (Part  653),  and  the 
Office  of  Educational  Research  and 
Improvement  Fellows  Program  (Part 
762). 

Section  75.105(c) — The  Secretary 
proposes  to  revise  this  section  by  adding 
language  to  paragraph  (c)(3)  that 
clarifies  how  the  competitive  process 
works  when  the  Secretary  announces 
absolute  preference  priorities. 

Sections  75.107,  75.108,  75.110,  75.111, 
75.113,  75.114,  75.115,  75.116,  and  the 
note  following  §  75.118 — The  Secretary 
proposes  to  remove  these  sections  as 
burdensome  and  unnecessary.  Section 
75.110  is  proposed  for  removal  because 
it  duplicates  provisions  in  standard 
forms  required  by  OMB.  Sections  75.111 
and  75.113-75.116  are  proposed  for 
removal  because  they  require  applicants 
under  direct  formula  grant  programs  to 
provide  information  not  essential  to 
determine  funding  under  a  formula  grant 
program.  OMB  circulars  and  regulations 
of  OMB  under  the  Paperwork  Reduction 
Act  of  1980  limit  a  Federal  agency  to 
collecting  only  that  information  which 
has  practical  utility  to  the  agency  in 
carrying  out  one  of  its  functions  or 
which  is  required  by  law.  See  5  CFR 
1320.4  (b)  and  (c).  Sections  75.107  and 
75.108  are  proposed  for  removal  as 
technical  conforming  amendments.  The 
note  following  §  75.118  is  proposed  for 
removal  because  it  contains  a  list  of 
sections  which  are  outdated. 

Sections  75.130  through  75.134 — The 
Secretary  proposes  to  remove  these 
sections,  which  cover  how  the  Secretary 
treats  preapplications,  and  to  place 
them  in  the  program  regulations  of  the 
program  to  which  they  now  apply — the 
Fund  for  the  Improvement  of 
Postsecondary  Education  (FIPSE). 

Sections  75.150  through  75.154 — The 
Secretary  proposes  to  remove  these 
sections  as  unnecessary  because,  at  this 
time,  there  is  no  Department  program 
that  contains  a  requirement  that  a  State 
must  approve  applications  submitted  to 
the  program. 

Section  75.155 — Under  Executive 
Order  12372,  the  Department  has 
established  regulations  in  Part  79  that 
allow  States  to  comment  on  Department 
programs  and  activities.  Sections  75.156- 
75.158,  which  pre-date  the  Executive 
Order,  also  provided  a  procedure  for 
States  to  comment  on  Department 
programs.  The  procedure  was  designed 
for  use  by  Department  programs  that 
required  State  input  either  by  statute  or 
by  regulation.  The  Secretary  proposes  to 
revise  §  75.155  to  limit  the  applicability 
of  §  §  75.156-75.158  to  those  programs 


that  require  State  input  by  statute,  and 
to  add  a  cross-reference  regarding  34 
CFR  Part  79. 

Section  75.160 — The  Secretary 
proposes  to  remove  this  section  as  a 
conforming  amendment  to  the  removal 
of  §§75.151  and  75.153. 

Section  75.200 — The  Fedpral  Grant 
and  Cooperative  Act,  now  codified  in 
Title  31  of  the  U.S.  Code,  sections  6301- 
6309,  authorizes  the  use  of  cooperative 
agreements.  At  the  time  EDGAR  was 
written,  cooperative  agreements  were 
not  widely  used  by  the  Department,  but 
since  then  the  number  of  program 
requests  for  using  this  award  instrument 
has  increased  significantly.  The 
proposed  change  to  §  75.200  implements 
the  standards  in  the  Act  and  OMB 
guidance,  43  FR  36860,  August  18, 1978. 

Under  the  revised  §  75.200,  the 
Secretary  may  decide  to  use  a 
cooperative  agreement  if  the 
Department  will  be  substantially 
involved  in  the  administration  of  a 
particular  assistance  project.  The  key 
factor  is  whether  the  Secretary  can 
expect  agency  collaboration  or 
participation  in  the  management  of  the 
project. 

Section  75.216 — The  Secretary 
proposes  to  revise  this  section  so  the 
Department  no  longer  must  return 
applications  that  are  not  evaluated 
under  §  75.217  or  §  75.219.  The  change 
will  reduce  the  cost  to  the  Department  of 
managing  grant  competitions.  The 
provision  in  paragraph  (b)  of  this 
section,  under  which  the  Secretary 
informs  an  applicant  that  its  application 
has  not  been  evaluated,  is  proposed  for 
consolidation  with  §  75.218  which 
provides  for  notice  to  unfunded 
applicants. 

Section  75.218 — The  Secretary 
proposes  to  change  the  requirement  in 
this  section  that  the  Department  explain 
reasons  why  an  applicant  was  not 
selected  after  evaluation  of  its 
application.  The  Secretary  currently 
sends  a  general  letter  if  an  applicant  is 
not  selected  and  provides  a  detailed 
letter  upon  the  request  of  the  applicant. 
The  Secretary  will  continue  to  provide 
detailed  information  to  applicants  upon 
their  request  for  that  information.  This 
policy  would  also  apply  to  applications 
that  are  not  evaluated  under  §  75.216. 

Section  75.233 — This  section  describes 
the  factors  the  Secretary  uses  to  set  the 
amount  of  a  grant.  The  Secretary 
proposes  to  make  a  technical  revision  to 
this  section  by  clarifying  that  the 
Federal  share  of  allowable  costs  is 
subject  to  any  applicable  matching  or 
cost-sharing  requirements. 

Section  75.234 — The  Secretary 
proposes  to  revise  this  section,  which 
describes  conditions  for  making  a  grant, 


to  include  conditions  required  for  a  high 
risk  grantee,  or  the  explicit  nature  of 
Federal  involvement  in  a  cooperative 
agreement. 

Section  75.235 — The  Secretary 
proposes  to  revise  paragraph  (b)  of  this 
section  to  clarify  that  the  Secretary 
includes  in  an  award  document  any 
conditions  as  necessary  under  specific 
program  authority  or  to  implement  high 
risk  or  cooperative  agreement 
requirements. 

Section  75.253 — The  Secretary 
proposes  to  clarify  and  strengthen  the 
criteria  for  making  continuation  awards 
for  multi-year  projects.  The  current 
regulations,  among  other  criteria,  require 
the  Secretary  to  be  “satisfied  that  the 
grantee  will  satisfactorily  complete  the 
budget  period  that  is  about  to  end."  The 
Secretary  strongly  believes  that 
recipients  of  Federal  grants  should  be 
accountable  for  making  effective  use  of 
the  funds  they  receive,  just  as  local 
school  districts  should  be  accountable 
for  the  effectiveness  of  the  education 
they  provide.  The  proposed  regulations 
would  require  that  a  grantee  either  (1) 
be  making  substantial  progress  toward 
meeting  the  objectives  of  its  project,  or 
(2)  have  obtained  approval  of  changes  in 
its  project,  at  no  additional  cost  to  the 
Federal  Government,  that  enable  the 
grantee  to  meet  those  objectives  in 
succeeding  budget  periods.  Whether  to 
approve  any  such  proposed  changes 
would  be  at  the  discretion  of  the 
Secretary.  This  revised  provision  should 
ensure  that  projects  continued  in 
subsequent  budget  periods  will  be 
successful  in  meeting  the  goals  of  the 
affected  Federal  programs. 

Sections  75.253  and  75.261— The 
Secretary  proposes  to  revise  these 
sections  to  describe  more  fully  the 
situations  in  which  the  Secretary  has 
discretion  to  extend  budget  periods  and 
project  periods.  Under  §  75.703,  a 
grantee  may  only  obligate  funds  during 
the  grant  period.  That  period  includes 
one  or  more  approved  budget  periods 
within  an  authorized  project  period. 
However,  if  a  grantee  fails  to  receive  a 
continuation  award,  the  grant  period 
ends  with  the  last  funded  budget  period. 
Thus,  the  grantee,  in  many  cases,  will 
not  have  obligated  funds  during  that  last 
budget  period  to  prepare  a  final 
evaluation  of  the  grant  or  to  prepare 
closeout  reports.  The  amendment  to 
§  75.253  would  permit  the  grantee  to 
obligate  funds  for  these  purposes  during 
an  extension  of  the  last  budget  period. 

This  section  is  also  amended  to  clarify 
the  procedures  the  Secretary  uses  to 
make  a  continuation  award.  Section 
75.261  is  proposed  for  amendment  to 
make  clear  the  Secretary’s  discretion  to 
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extend  project  periods  in  cases  where 
the  need  for  the  extension  is  not 
predicated  on  facts  pertinent  solely  to 
an  individual  grantee.  For  example. 
Congress  may  not  authorize  funds  for  a 
particular  program  until  sometime  after 
the  start  of  the  fiscal  year.  In  such  a 
case,  a  group  of  grantees  might  have  to 
delay  the  start  of  a  project  or  cease 
operations  temporarily,  delaying  the 
expected  completion  date  for  the  grants. 
In  this  case,  the  Secretary  may  decide  to 
extend  the  project  periods  of  these 
projects  without  receiving  an  individual 
request  from  each  grantee. 

Section  75.262 — This  section  is  added 
to  specify  the  Secretary’s  authority  to 
convert  a  grant  to  a  cooperative 
agreement,  or  to  convert  a  cooperative 
agreement  to  a  grant,  after  considering 
the  necessity  to  do  so.  The  decision  to 
make  a  change  in  the  type  of  award 
would  be  made  after  considering  the 
factors  in  proposed  §  75.200(b)  (4)  and 
(5).  This  assessment  would  dictate  the 
type  of  award  necessary  to  complete  the 
project. 

Section  75.510 — The  Secretary 
proposes  to  remove  this  section, 
governing  the  use  of  project  directors,  to 
reduce  the  intrusion  of  Federal 
regulations  in  day-to-day  management 
of  the  Department’s  grants.  Given  the 
fact  that,  in  general,  discretionary  grant 
programs  base  selection  of  a  grantee,  in 
part,  on  the  quality  of  key  personnel  and 
that  any  change  in  key  personnel  must 
be  approved  by  ED,  the  Department  has 
sufficient  assurances  that  the  concerns 
addressed  in  this  section  are  adequately 
met. 

Section  75.518 — This  section  is  a 
general  reference  to  Federal  laws  that 
may  establish  the  minimum  wage.  The 
Secretary  proposes  to  remove  this 
section  because  it  it  merely  informative 
and  has  not  substantive  effect. 

Section  75.560(a) — The  Secretary 
proposes  to  revise  this  section  to  update 
references  that  are  obsolete.  Paragraph 
(a)  of  this  section  is  revised  to  refer  to 
the  cost  principles  in  Parts  74  and  80 
which  describe  the  differences  between 
direct  costs  and  indirect  costs,  and 
which  include  principles  for  determining 
the  general  indirect  cost  rate  that  a 
grantee  may  use  for  grants  under  most 
programs. 

Section  75.563  and  76.563 — These 
sections  currently  provide  illustrative 
lists  of  programs  that  have  a  statutory 
requirement  not  to  use  Federal  funds  to 
supplant  non-Federal  funds.  The 
Secretary  has  found  that  these  lists  have 
not  been  helpful  in  informing  potential 
recipients  about  these  statutory 
requirements.  Therefore,  the  Secretary 
proposes  to  remove  the  lists  and  will 
inform  recipients  under  direct  grant 


programs  through  the  grant  approval 
process,  including  the  specification  of 
restricted  indirect  cost  rates  in  approved 
budgets.  The  Secretary  will  inform 
recipients  under  State-administered 
programs  through  approved  State  plans. 

Sections  75.580,  75.581,  76.580,  and 
76.581 — The  Secretary  proposes  to 
remove  these  sections  in  their  entirety. 
Paragraphs  (b)  and  (c)  of  §  §  75.580  and 
76.580  were  based  on  statutory 
requirements  that  are  not  obsolete. 
Furthermore,  coordination  with  other 
activities  in  the  same  geographic  area 
served  by  the  project  is  not  necessary  in 
all  types  of  programs  and,  therefore, 
should  not  be  a  general  requirement  in 
EDGAR. 

Section  75.590 — The  Secretary 
proposes  to  remove  the  examples  of 
persons  being  served  by  the  project 
given  in  paragraph  (c)  of  the  current 
regulations.  The  grantee  continues  to  be 
responsible  for  evaluating  the  effect  of 
the  project  on  all  participants. 

Section  75.608 — The  Secretary 
proposes  to  change  the  word  “shall”  to 
“may”  to  permit  a  grantee  discretion  in 
the  use  of  its  facilities. 

Section  75.616 — The  Secretary 
proposes  to  revise  the  current  standards 
for  energy  efficiency  to  incorporate  the 
most  recent  standards  of  the  American 
Society  of  Heating,  Refrigerating,  and 
Air  Conditioning  Engineers.  This 
incorporation  by  reference  was 
approved  by  the  Director  of  the  Federal 
Register  pursuant  to  the  Director’s 
authority  under  5  U.S.C.  552(a). 

Section  75.617 — The  Secretary 
proposes  to  add  a  section  to  implement 
his  regulatory  authority  as  required 
under  the  Coastal  Barriers  Resource 
Act. 

Section  75.622 — The  Secretary 
proposes  to  make  a  technical  correction. 

Section  75.625 — The  cross-reference 
preceding  this  section  refers  to 
regulations  that  specify  the 
Department’s  policy  on  inventions  and 
patents.  The  content  of  §  75.625,  which 
is  also  a  cross-reference,  would  be 
incorporated  into  the  existing  cross- 
reference,  and  §  75.625  would  be 
removed. 

Section  75.626 — Paragraph  (b)  of  this 
section  contains  a  reference  to 
regulations  that  no  longer  exist.  The 
Secretary  proposes  to  remove  paragraph 
(b)  of  this  section  to  be  consistent  with 
OMB  Circular  A-124,  Patents — Small 
Business  Firms  and  Nonprofit 
Organizations.  The  Department  no 
longer  has  an  interest,  as  a  general 
matter,  in  retaining  rights  to  inventions 
and  patents  of  grantees  of  the 
Department.  In  specific  cases  where  the 
Department  needs  to  protect  its  rights  to 


inventions  and  patents,  i*  may  do  so  in 
the  grant  award  document. 

Sections  75.681  and  76.681 — The 
Secretary  proposes  to  remove  the  cross- 
reference  following  these  sections.  The 
cross-reference  refers  to  regulations  of 
the  Department  of  Health  and  Human 
Services  regarding  the  protection  of 
human  research  subjects.  These 
regulations  do  not  apply  to  Department 
of  Education  programs  except  as 
specifically  provided  in  appropriate 
program  regulations.  Also,  there  is 
currently  underway  an  initiative  to 
establish  government-wide  regulatory 
guidelines  regarding  the  protection  of 
human  research  subjects.  The 
Department  will  promulgate  appropriate 
regulations  after  the  general 
government-wide  policy  is  established. 
See  51  FR  20204,  June  1986. 

Sections  75.684  and  76.684 — These 
sections  on  day-care  services  were 
originally  included  in  EDGAR  as 
requirements  of  the  former  Department 
of  Health,  Education,  and  Welfare. 
However,  the  sections  were  used 
primarily  to  impose  requirements  in 
welfare  programs  where  funds  were 
used  specifically  to  establish  day  care 
centers.  The  Secretary  proposes  to 
remove  these  sections  because  they  are 
not  needed  under  the  types  of  programs 
funded  by  the  Department. 

Sections  75.690  and  76.690 — These 
requirements  regarding  the  inclusion  of 
educational  components  on  energy 
conservation  awareness  are  not 
required  by  E.0. 12185.  The  Secretary 
proposes  to  remove  these  sections  as  a 
part  of  the  Administration’s  regulatory 
burden-reduction  effort.  However,  a 
grantee  remains  free  to  include  these 
components,  as  appropriate,  if  desired 
under  the  grantee’s  own  policies. 

Sections  75.707(h)  and  76.707(h)— The 
Secretary  proposed  to  update  these 
sections  to  refer  to  the  sections  in  34 
CFR  Pari  74  that  impose  the  appropriate 
cost  principles  on  grantees  of  the 
Department.  The  Secretary  also  notes 
his  intention  to  address,  in  a  future 
rulemaking  document,  issues  regarding 
the  accountability  of  funds  under 
section  437  of  GEPA  as  those  issues 
relate  to  this  section  and  certain  other 
sections  of  EDGAR. 

Sections  75.720  and  76.720— The 
Secretary  proposes  to  limit  the 
applicability  of  these  sections  to  the 
financial  status  report  required  under 
§  74.73  and  performance  reports 
required  under  Subpart  J  of  Part  74. 
Under  §§  75.720  and  76.720,  as  they 
currently  stand,  the  Secretary  may  only 
request  financial  and  performance 
reports  on  an  annual  basis.  Prior  to  1980, 
when  EDGAR  became  effective,  the 
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Department  exercised  discretion  to 
require  both  performance  and  financial 
reports  on  a  quarterly  basis.  At  the  time 
EDGAR  was  drafted,  a  general  policy 
decision  was  made  to  limit  performance 
reports  and  certain  financial  reports 
(such  as  the  financial  status  report)  to 
an  annual  reporting  cycle.  However, 
there  was  no  intent  to  limit  collection  of 
the  Federal  Cash  Transactions  Report  to 
an  annual  basis.  For  more  than  a 
decade,  this  report  has  been  collected 
by  this  Department  and  its  predecessor 
agencies  on  a  quarterly,  or  more 
frequent,  basis  in  order  to  prevent 
excessive  drawdowns  by  grantees.  In 
order  to  clarify  the  Department’s 
authority  to  collect  these  reports  when 
necessary,  the  Secretary  proposes  to 
limit  the  applicability  of  §  §  75.720  and 
76.720  to  the  financial  status  reports  and 
performance  reports. 

Sections  75.740  and  76.740— The 
Secretary  proposes  to  amend  these 
sections  to  include  references  to  the 
regulations  protecting  student  rights  in 
research,  experimental  programs,  and 
testing.  The  requirements  referenced  in 
these  sections  are  codified  at  34  CFR 
Part  98  and  99. 

Sections  75.750  through  75.755 — The 
Secretary  proposes  to  remove  these 
sections  because  the  Paperwork 
Reduction  Act  of  1980  changed  the 
nature  of  review  under  the  paperwork 
control  requirements  in  section  400A  of 
the  GEPA.  As  a  result,  this  Department 
currently  screens  documents  under  OMB 
regulations  at  5  CFR  Part  1320  before 
final  review  and  approval  by  OMB. 

Section  76.102 — This  section  of 
EDGAR  lists  those  documents  to  which 
the  provisions  governing  State  plans  in 
Part  76  of  EDGAR  apply.  Since  the  list  in 
§  76.1,  which  contains  the  programs  and 
their  statutory  authorities  to  which  Part 
76  applies,  has  been  removed  (52  FR 
27801,  July  24, 1987),  the  Secretary 
proposes  to  revise  §  76.102  by  removing 
the  cross-reference  to  §  76.1  at  the  end 
of  the  section  and,  as  an  aid  to  readers, 
by  adding  a  reference  to  the  statutory 
authority  for  each  covered  program.  The 
Secretary  also  proposes  to  remove 
obsolete  programs  from  the  list  and  to 
add  new  programs  to  the  list. 

Section  76.125 — The  table  following 
this  section  is  outdated.  The  Secretary 
proposes  to  revise  and  update  the  table 
to  reflect  the  programs  administered  by 
the  Department  that  the  Secretary  has 
determined  are  eligible  for  inclusion  in 
the  consolidated  grant  application 
process.  Programs  that  are  not  presently 
funded  are  not  included  in  this  list 

Sections  76.300  and  76.305 — The 
Secretary  proposes  to  remove  §  76.305 
because  it  restricts  the  discretion  of  the 
States  to  establish  simpler  procedures 


for  amending  a  subgrant  than  were 
required  for  the  approval  of  the 
subgrant.  Section  76.300  is  revised  to 
reflect  this  greater  discretion. 

Section  76.401 — The  Secretary 
proposes  to  revise  this  section  to  reflect 
more  accurately  the  programs  under 
which  a  State  agency  hearing  is  required 
before  disapproval  of  an  application. 

Section  76.560 — The  Secretary 
proposes  to  make  technical  corrections. 

Section  76.591 — The  Secretary 
proposes  to  make  a  technical  correction. 

Sections  76.770  and  76.771 — These 
sections  currently  contain  detailed 
instructions  to  the  States  on  how  to 
administer  the  programs  subject  to  Part 
76,  particularly  with  respect  to 
subgrantees  under  those  programs.  The 
Secretary  proposes  to  simplify  and 
consolidate  these  sections  into  a  revised 
§  76.770,  which  would  provide  that  a 
State  must  have  procedures,  for  the 
administration  of  these  programs,  that 
are  designed  to  ensure  compliance  with 
applicable  statutes  and  regulations.  It  is 
not  expected  that  the  requirement  being 
retained  would  impose  any  significant 
burden,  since  the  States  should  already 
have  these  procedures  in  place  for 
administering  the  programs  involved. 

Section  76.772 — This  section  applies 
to  the  programs  under  Title  IV  of  the 
Elementary  and  Secondary  Education 
Act.  The  Title  IV  authority  has  been 
repealed.  Therefore,  the  Secretary 
proposes  to  remove  this  section. 

Sections  76.780-76.782 — The  Secretary 
proposes  to  remove  these  sections 
because  they  either  do  not  apply  to  or 
have  not  been  used  under  most 
programs  of  the  Department.  Most  of 
these  provisions  were  derived  from  the 
regulations  for  the  State-administered 
program  under  Part  B  of  the  Education 
of  the  Handicapped  Act  (EHA).  Those 
provisions  of  the  State  complaint 
procedure  that  were  derived  from  the 
regulations  under  the  EHA  are  proposed 
for  transfer  back  to  that  program,  which 
has  shown  the  greatest  need  for  the 
complaint  procedure. 

This  action  is  not  intended  to 
implement  the  Augustus  F.  Hawkins — 
Robert  T.  Stafford  Elementary  and 
Secondary  School  Improvement 
Amendments  of  1988,  Pub.  L.  100-297. 
The  conference  report  for  that 
legislation  states  Congress'  intent  that 
the  Department  apply  the  EDGAR 
complaint  procedures  to  the  Chapter  1 
program  under  Title  I  of  the  Elementary 
and  Secondary  Education  Act  of  1965,  as 
amended  by  Pub.  L.  100-297.  The 
regulations  for  the  Chapter  1  program 
are  being  developed  at  this  time  and  will 
separately  address  the  issue  concerning 
inclusion  of  complaint  procedures  for 
that  program. 


Part  77 — The  Secretary  proposes  to 
amend  the  definitions  Part  of  EDGAR  to 
include  cooperative  agreements  within 
the  definition  of  "award." 

Part  300 — The  Secretary  proposes  to 
amend  the  EHA  Part  B  regulations  to 
include  the  State  complaint  procedures 
that  are  proposed  for  removal  from 
EDGAR. 

Part  630 — The  Secretary  proposes  to 
revise  Part  630  to  include  modified 
provisions  from  the  current  §  75.130- 
§  75.134  regarding  preapplications.  The 
Fund  for  the  Improvement  of 
Postsecondary  Education  is  the  only 
Department  program  that  uses  these 
preapplication  procedures. 

Executive  Order  12291 

The  proposed  regulations  have  been 
reviewed  in  accordance  with  Executive 
Order  12291.  They  are  not  classifed  as 
major  because  they  do  not  meet  the 
criteria  for  major  regulations  established 
in  the  Order. 

Regulatory  Flexibility  Act 

The  Secretary  certifies  that  these 
proposed  regulations  would  not  have  a 
significant  economic  impact  on  a 
substantial  number  of  small  entities. 
None  of  the  proposed  changes  will  place 
undue  burden  on  small  entities 
submitting  applications.  Many  of  the 
proposed  changes  are  technical  and  will 
remove  obsolete  material  from  the 
regulations.  Some  of  the  proposed 
changes  will  reduce  burden  imposed  by 
existing  regulations.  These  changes, 
while  not  economically  significant  for 
individual  entities,  will  be  beneficial  for 
all  applicants. 

Paperwork  Reduction  Act  of  1980 

Sections  74.73. 74.74,  75.261,  and 
75.720  contain  information  collection 
requirements.  The  Department  of 
Education  will  submit  a  copy  of  these 
proposed  regulations  to  the  Office  of 
Management  and  Budget  for  its  review 
under  the  provisions  of  the  Paperwork 
Reduction  Act  of  1980  (Pub.  L.  96-511). 
Organizations  and  individuals  desiring 
to  submit  comments  on  the  information 
collection  requirements  should  direct 
them  to  the  Office  of  Information  and 
Regulatory  Affairs,  OMB,  Room  3002, 
New  Executive  Office  Building, 
Washington,  DC  20503;  Attention:  James 
D.  Houser. 

Invitation  to  Comment 

Interested  persons  are  invited  to 
submit  comments  and  recommendations 
regarding  the  proposed  regulations. 

All  comments  submitted  in  response 
to  these  proposed  regulations  will  be 
available  for  public  inspection  during 
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and  after  the  comment  period  in  Room 
3122,  Regional  Office  Building  No.  3, 
Seventh  and  D  Streets,  SW., 

Washington,  DC,  between  the  hours  of 
8:30  a.m.  and  4:00  p.m.,  Monday  through 
Friday  of  each  week  except  Federal 
holidays. 

To  assist  the  Department  in  complying 
with  the  specific  requirements  of 
Executive  Order  12291  and  its  overall 
requirement  of  reducing  regulatory 
burden,  the  Secretary  invites  comment 
on  whether  there  may  be  further 
opportunities  to  reduce  any  regulatory 
burden  found  in  these  proposed 
regulations. 

Assessment  of  Educational  Impact 

The  Secretary  particularly  requests 
comments  on  whether  the  regulations  in 
this  document  would  require 
transmission  of  information  that  is  being 
gathered  by  or  is  available  from  any 
other  agency  or  authority  of  the  United 
States. 

List  of  Subjects 

34  CFR  Part  74 

Administrative  practice  and 
procedure,  Education  Department,  Grant 
programs — education,  Grants 
administration. 

34  CFR  Part  75 

Education  Department,  Grant 
programs — education,  Grants 
administration. 

34  CFR  Part  76 

Education  Department,  Grant 
programs — education,  Grants 
administration,  Intergovernmental 
relations,  State-administered  programs. 

34  CFR  Part  77 

Definitions. 

34  CFR  Part  237 

Colleges  and  universities,  Education, 
Elementary  and  secondary  education, 
Scholarships  and  fellowships.  Teachers. 

34  CFR  Part  263 

Business  and  industry,  Colleges  and 
universities,  Education,  Engineers, 
Health  professions,  Indians — education, 
Law,  Medical  and  dental  schools, 
Natural  resources,  Scholarships  and 
fellowships,  Teachers. 

34  CFR  Part  300 

Administrative  practice  and 
procedure,  Education,  Education  of 
handicapped,  Equal  educational 
opportunity,  Grant  programs — 
education,  Privacy,  Private  schools. 


34  CFR  Part  356 

Education,  Educational  research, 
Fellowships. 

34  CFR  Part  562 

Bilingual  education,  Education, 
Elementary  and  secondary  education. 
Grant  programs — education,  Reporting 
and  recordkeeping  requirements. 
Scholarships  and  fellowships. 

34  CFR  Part  630 

Colleges  and  universities,  Education, 
Government  contracts,  Grant 
programs — education,  Reports  and 
recordkeeping  requirements. 

34  CFR  Part  653 

Education,  Grant  programs,  State- 
administered,  Student  aid. 

34  CFR  Part  762 

Education,  Educational  research, 
Fellowships,  Teachers. 

(Catalog  of  Federal  Domestic  Assistance 
number  does  not  apply.) 

Dated:  July  21, 1988. 

William ).  Bennett, 

Secretary  of  Education. 

The  Secretary  proposes  to  amend 
Parts  74,  75,  76,  77,  237,  263,  300,  356,  562, 
630,  653,  and  762  of  Title  34  of  the  Code 
of  Federal  Regulations  as  follows: 

PART  74— ADMINISTRATION  OF 
GRANTS 

1.  The  authority  citation  for  Part  75  is 
revised  to  read  as  follows: 

Authority:  20  U.S.C.  1221e-3[a)(l)  and  3474, 
OMB  Circular  A-110,  unless  otherwise  noted. 

2.  An  authority  citation  is  added 
following  each  section  of  Part  74  that 
does  not  already  have  such  an  authority 
citation,  to  read  as  follows: 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
OMB  Circular  A-110) 

3.  Section  74.3  is  amended  by  revising 
the  definition  of  "grant”  to  read  as 
follows: 

§  74.3  Definitions. 

***** 

“Grant”  means  an  award  of  financial 
assistance  in  the  form  of  money,  or 
property  in  lieu  of  money,  by  the  Federal 
government  to  an  eligible  recipient.  The 
term  includes  a  cooperative  agreement 
except  where  otherwise  provided  by 
regulation.  The  term  does  not  include 
any  Federal  procurement  subject  to  the 
Federal  Acquisition  Regulation  in  48 
CFR,  nor  does  it  include  technical 
assistance,  which  provides  services 
instead  of  money,  or  other  assistance  in 
the  form  of  revenue  sharing,  loans,  loan 
guarantees,  interest  subsidies, 
insurance,  or  direct  appropriations. 


Also,  the  term  does  not  include 
assistance,  such  as  a  fellowship  or  other 
lump  sum  award,  for  which  the  recipient 
is  not  required  to  account  on  an  actual 
cost  basis. 

***** 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
OMB  Circular  A-110) 

4.  Section  74.47  is  revised  to  read  as 
follows: 

§  74.47  Interest  earned  on  advances  of 
grant  funds. 

(a)  Unless  exempted  by  Federal 
statute  {see  paragraph  (b)  of  this  section 
for  the  principal  exemption) — 

(1)  Recipients  shall  maintain  advances 
of  Federal  funds  in  interest-bearing 
accounts; 

(2)  Interest  earned  on  Federal 
advances  deposited  in  those  accounts 
must  be  remitted  promptly,  but  at  least 
quarterly,  to  the  Department;  and 

(3)  A  recipient  may  retain  interest 
income  up  to  $100  per  year  to  assist  in 
the  recoupment  of  administrative 
expenses. 

(b)  In  accordance  with  31  U.S.C.  6503, 
States  are  not  accountable  to  the 
Federal  government  for  interest  earned 
by  the  State  itself,  or  by  its  subgrantees, 
if  this  income  is  earned  on  an  advance 
of  funds  made  under  a  Department 
grant. 

(c)  Recipients  are  subject  to  the 
provisions  in  §  74.61(e)  for  minimizing 
the  time  between  the  transfer  of 
advances  and  their  disbursement.  Those 
provisions  apply  even  if  there  is  no 
accountability  to  the  Federal 
government  for  interest  or  other 
investment  income  earned  on  the 
advances. 

(d)  The  following  definitions  apply  to 
this  section: 

(1)  “Interest"  includes  any  interest  or 
investment  income  earned  by  grantees, 
subgrantees,  and  cost-type  contractors 
on  advances  of  Department  grant  funds 
to  the  grantee. 

(2)  “State”  includes  any  agency  or 
instrumentality  of  a  State  but  does  not 
include  any  local  government  in  a  State. 

(3)  Notwithstanding  the  definition  of 
“grant”  in  §  74.3,  the  word  "grant”  has 
the  meaning  given  in  31  U.S.C.  6501. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
31  U.S.C.  Chapter  65,  OMB  Circular  A-110) 

5.  In  §  74.73,  paragraphs  (a)  and  (b) 
are  revised  to  read  as  follows: 

§  74.73  Accounting  basis  for  reports;  the 
financial  status  report 

(a)  Each  grantee  shall  report  program 
outlays  and  program  income  on  the 
same  accounting  basis,  i.e.,  cash  or 
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accrued  expenditure  (accrual),  that  it 
uses  in  its  accounting  system. 

(b)  The  Secretary  may  require  a 
grantee  to  use  Standard  Form  269, 
Financial  Status  Report,  to  report  the 
status  of  funds  for  nonconstruction 
grants. 

*  *  *  *  * 

(Authority:  20  U.S.C.  1221e— 3(a)(1)  and  3474, 
OMB  Circular  A-110) 

6.  In  §  74.74,  paragraphs  (a),  (c),  and 
(d)  are  revised  to  read  as  follows: 

§  74.74  Federal  cash  transactions  report. 

(a)  Reporting  payments.  (1)  The 
Secretary  may  require  a  grantee  to 
submit  Standard  Form  272  to  report 
payments  under  a  grant. 

(2)  This  report  is  used  by  the 
Secretary  to  monitor  cash  advanced  to 
the  grantee  and  to  obtain  disbursement 
or  outlay  information  for  each  grant.  The 
Secretary  may  also  use  this  form  to 
determine  the  status  of  funds  for  a 
nonconstruction  grant. 
***** 

(c)  Cash  in  hands  of  secondary 
recipients.  If  the  submission  of  a  report 
is  considered  necessary  and  feasible  by 
the  Secretary,  the  Secretary  may  require 
a  grantee  to  report  the  amount  of  cash 
subadvances  in  excess  of  three  days’ 
need  in  the  hands  of  its  subgrantees  or 
contractors  and  to  provide  short 
narrative  explanations  of  actions  taken 
by  the  grantee  to  reduce  the  excess 
balances. 

(d)  Frequency  and  due  date.  A  grantee 
shall  submit  the  report  on  a  quarterly 
basis.  If  a  Department  grant  authorizes 
advances  at  an  annualized  rate  of  one 
million  dollars  or  more,  the  Secretary 
may  require  submission  of  the  report  on 
a  monthly  basis. 

(Authority:  20  U.S.C.  1221-3(a)(l)  and  3474, 
OMB  Circular  A-110) 

7.  Section  74.75  is  amended  by 
revising  paragraph  (a),  redesignating 
paragraph  (b)  as  paragraph  (c),  and 
adding  a  new  paragraph  (b),  to  read  as 
follows: 

§  74.75  Request  for  advance  or 
reimbursement. 

(a)  The  Secretary  includes  in  the 
terms  and  conditions  of  a  grant — 

(1)  Whether  the  grantee  will  be  paid 
by  advance  or  reimbursement;  and 

(2)  Instructions  regarding  how  the 
grantee  must  request  advances  or 
reimbursements  under  the  grant. 

(b)  Pursuant  to  any  applicable 
regulations,  the  Secretary  may  change, 
at  any  time,  the  method  of  making 
payments  to  a  grantee. 
***** 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
OMB  Circular  A-110) 


§  74.76  [Amended] 

8.  Section  74.76(c)  is  amended  by 
removing  ‘‘by  74.73(b)"  and  adding  in  its 
place  "by  74.73(a)”. 

9.  Section  74.91  is  amended  by 
removing  the  definition  "Advance  by 
Treasury  check"  and  by  adding  a 
definition  of  “Advance”  in  its  place,  to 
read  as  follows: 

§  74.91  Definitions. 

***** 

"Advance”  is  a  payment  made  by  the 
Department  to  a  grantee,  upon  its 
periodic  request  or  through  the  use  of 
predetermined  payment  schedules, 
before  outstanding  obligations  are 
liquidated  by  the  grantee. 
***** 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
OMB  Circular  A-110) 

10.  Section  74.93  is  revised  to  read  as 
follows: 

§  74.93  Payment  methods  under 
Department  grants. 

The  Department  makes  payments  to  a 
grantee  using  the  most  efficient  and 
cost-effective  method  available  in 
accordance  with  Treasury  Circular  1075 
(31  CFR  Part  205)  and  any 
supplementary  instructions  prescribed 
by  the  Department  of  the  Treasury. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
OMB  Circular  A-110) 

§  74.94  [Removed] 

11.  Section  74.94  is  removed. 

12.  Section  74.96  is  revised  to  read  as 
follows: 

§  74.96  Establishing  frequency  of 
payments. 

The  Secretary  establishes,  in  the 
terms  and  conditions  of  a  grant,  the 
frequency  of  the  grantee’s  request  for 
payments. 

(Authority):  20  U.S.C.  1221e-3(a)(l)  and  3474, 
OMB  Circular  A-110) 

13.  Section  74.172  is  revised  to  read  as 
follows: 

§  74.172  Institutions  of  higher  education. 

Institutions  of  higher  education  shall 
comply  with  the  cost  principles  stated  in 
Appendix  D  to  this  Part. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
OMB  Circulars  A-110,  A-21) 

14.  Section  74.175  is  revised  to  read  as 
follows: 

§  74.175  Subgrants  to  commercial 
organizations 

(a)  The  cost  principles  applicable  to  a 
subgrantee  or  cost-type  contractor  under 
a  grant  are  not  necessarily  the  same  as 
those  applicable  to  the  grantee.  For 
example,  if  a  State  government  awards 


a  subgrant  or  cost-type  contract  to  an 
institution  of  higher  education,  OMB 
Circular  A-21,  as  specified  in  §  74.172, 
applies  to  the  costs  incurred  by  the 
institution  of  higher  education,  even 
though  OMB  Circular  A-87  applies  to 
the  costs  incurred  by  the  State. 

(b)  If  the  Secretary  makes  a  grant  to  a 
for-profit  organization,  the  Secretary 
uses  the  cost  principles  in  the  Federal 
Acquisition  Regulation,  48  CFR  Part  31, 
to  determine  the  allowability  of  costs.  In 
making  a  grant  to  such  an  organization, 
the  Secretary  does  not  pay  any  fee  or 
other  element  above  actual  costs  that 
may  inure  to  the  benefit  of  the  owners  of 
the  organizations. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474 
OMB  Circular  A-110) 

15.  Appendix  D  is  revised  to  read  as 
follows: 

Appendix  D — Principles  for 
Determining  Costs  Applicable  to  Grants, 
Contracts,  and  Other  Agreements  With 
Educational  Institutions 

Table  of  Contents 

A.  Purpose  and  Scope 

1.  Objectives. 

2.  Policy  guides. 

3.  Application. 

B.  Definition  of  Terms 

1.  Major  functions  of  an  institution. 

a.  Instruction. 

b.  Organized  research. 

c.  Other  sponsored  activities. 

d.  Other  institutional  activities. 

2.  Sponsored  agreement. 

3.  Allocation. 

C.  Basic  Considerations 

1.  Composition  of  total  costs. 

2.  Factors  affecting  allowability  of  costs. 

3.  Reasonable  costs. 

4.  Allocable  costs. 

5.  Applicable  credits. 

6.  Costs  incurred  by  State  and  local 
governments. 

7.  Limitations  on  allowance  of  costs. 

D.  Direct  Costs 

1.  General. 

2.  Appli  cation  to  sponsored  agreements. 

E.  Indirect  Costs 

1.  General. 

2.  Criteria  for  distribution. 

F.  Identification  and  Assignment  of  Indirect 
costs 

1.  Depreciation  and  use  allowances. 

2.  Operation  and  maintenance  expenses. 

3.  General  administration  and  general 
expenses. 

4.  Departmental  administration  expenses. 

5.  Sponsored  projects  administration. 

6.  Library  Expenses. 

7.  Student  administration  and  services. 

8.  Offset  for  indirect  expenses  otherwise 
provided  for  by  the  Government. 
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G.  Determination  and  Application  of  Indirect 
Cost  Rate  or  Rates 

1.  Indirect  cost  pools. 

2.  The  distribution  basis. 

3.  Negotiated  lump  sum  for  indirect  costs. 

4.  Predetermined  fixed  rates  for  indirect 
costs. 

5.  Negotiated  fixed  rates  and  carry-for¬ 
ward  provisions. 

H.  Simplified  Method  for  Small  Institutions 

1.  General. 

2.  Simplified  procedure. 

J.  General  Provisions  for  Selected  Items  of 
Cost 

1.  Advertising  costs. 

2.  Bad  debts. 

3.  Civil  defense  costs. 

4.  Commencement  and  convocation  costs. 

5.  Communication  costs. 

6.  Compensation  for  personal  services. 

7.  Contingency  provisions. 

8.  Deans  of  faculty  and  graduate  schools. 

9.  Depreciation  and  use  allowances. 

10.  Donated  services  and  property. 

11.  Employee  morale,  health,  and  welfare 
costs  and  credits. 

12.  Entertainment  costs. 

13.  Equipment  and  other  capital 
expenditures. 

14.  Fines  and  penalties. 

15.  Fringe  benefits. 

16.  Insurance  and  indemnification. 

17.  Interest  fund  raising,  and  investment 
management  costs. 

18.  Labor  relations  costs. 

19.  Losses  on  other  sponsored  agreements 
or  contracts. 

20.  Maintenance  and  repair  costs. 

21.  Material  costs. 

22.  Memberships,  subscriptions,  and 
professional  activity  costs. 

23.  Patent  costs. 

24.  Plant  security  costs. 

25.  Preagreement  costs. 

26.  Professional  services  costs. 

27.  Profits  and  losses  on  disposition  of 
plant  equipment  or  other  capital  assets. 

28.  Proposal  costs. 

29.  Public  information  services  costs. 

30.  Rearrangement  and  alteration  costs. 

31.  Reconversion  costs. 

32.  Recruiting  costs. 

33.  Rental  cost  of  buildings  and  equipment. 

34.  Royalties  and  other  costs  for  use  of 
patents. 

35.  Sabbatical  leave  costs. 

36.  Scholarships  and  student  aid  costs. 

37.  Severance  pay. 

38.  Specialized  service  facilities. 

39.  Special  services  costs. 

40.  Student  activity  costs. 

41.  Taxes. 

42.  Transportation  costs. 

43.  Travel  costs. 

44.  Termination  costs  applicable  to 
sponsored  agreements. 

K.  Certification  of  Charges 
A.  Purpose  and  Scope 
1.  Objective.  This  Attachment  provides 
principles  for  determining  the  costs 
applicable  to  research  and  development, 
training,  and  other  sponsored  work 
performed  by  colleges  and  universities  under 


grants,  contracts,  and  other  agreements  with 
the  Federal  Government.  These  agreements 
are  referred  to  as  sponsored  agreements. 

2.  Policy  guides.  The  successful  application 
of  these  cost  accounting  principles  requires 
development  of  mutual  understanding 
between  representatives  of  universities  and 
of  the  Federal  Government  as  to  their  scope, 
implementation,  and  interpretation.  It  is 
recognized  that — 

a.  The  arrangements  for  Federal  agency 
and  institutional  participation  in  the 
financing  of  a  research,  training,  or  other 
project  are  properly  subject  to  negotiation 
between  the  agency  and  the  institution 
concerned,  in  accordance  with  such 
Government-wide  criteria  or  legal 
requirements  as  may  be  applicable. 

b.  Each  institution,  possessing  its  own 
unique  combination  of  staff,  facilities,  and 
experience,  should  be  encouraged  to  conduct 
research  and  educational  activities  in  a 
manner  consonant  with  its  own  academic 
philosophies  and  institutional  objectives. 

c.  The  dual  role  of  students  engaged  in 
research  and  the  resulting  benefits  to 
sponsored  agreements  are  fundamental  to  the 
research  effort  and  shall  be  recognized  in  the 
application  of  these  principles. 

d.  Each  institution,  in  the  fulfillment  of  its 
obligations,  should  employ  sound 
management  practices. 

e.  The  application  of  these  cost  accounting 
principles  should  require  no  significant 
changes  in  the  generally  accepted  accounting 
practices  of  colleges  and  universities. 
However,  the  accounting  practices  of 
individual  colleges  and  universities  must 
support  the  accumulation  of  costs  as  required 
by  the  principles,  and  must  provide  for 
adequate  documentation  to  support  costs 
charged  to  sponsored  agreements. 

f.  Cognizant  Federal  agencies  involved  in 
negotiating  indirect  cost  rates  and  auditing 
should  assure  that  institutions  are  generally 
applying  these  cost  accounting  principles  on 
a  consistent  basis.  Where  wide  variations 
exist  in  the  treatment  of  a  given  cost  item 
among  institutions,  the  reasonableness  and 
equitableness  of  such  treatments  should  be 
fully  considered  during  the  rate  negotiations 
and  audit. 

3.  Application.  These  principles  shall  be 
used  in  determining  the  allowable  costs  of 
work  performed  by  colleges  and  universities 
under  sponsored  agreements.  The  principles 
shall  also  be  used  in  determining  the  costs  of 
work  performed  by  such  institutions  under 
subgrants,  cost-reimbursement  subcontracts, 
and  other  awards  made  to  them  under 
sponsored  agreements.  They  also  shall  be 
used  as  a  guide  in  the  pricing  of  fixed-price 
contracts  and  subcontracts  where  costs  are 
used  in  determining  the  appropriate  price. 

The  principles  do  not  apply  to: 

a.  Arrangements  under  which  Federal 
financing  is  in  the  form  of  loans,  scholarships, 
fellowships,  traineeships,  or  other  fixed 
amounts  based  on  such  items  as  education 
allowance  or  published  tuition  rates  and  fees 
of  an  institution. 

b.  Capitation  awards. 

c.  Other  awards  under  which  the  institution 
is  not  required  to  account  to  the  Government 
for  actual  costs  incurred. 


B.  Definition  of  Terms. 

1.  Major  functions  of  an  institution  refers  to 
instruction,  organized  research,  other 
sponsored  activities,  and  other  institutional 
activities  as  defined  below: 

a.  Instruction  means  the  teaching  and 
training  activities  of  an  institution.  Except  for 
research  training  as  provided  in  c.  below,  this 
term  includes  all  teaching  and  training 
activities,  whether  they  are  offered  for  credits 
toward  a  degree  or  certificate  or  on  a 
noncredit  basis,  and  whether  they  are  offered 
through  regular  academic  departments  or 
separate  divisions,  such  as  a  summer  school 
division  or  an  extension  division.  Also 
considered  part  of  this  major  function  are 
departmental  research,  and,  where  agreed  to, 
university  research. 

(1)  Sponsored  instruction  and  training 
means  specific  instructional  or  training 
activity  established  by  grant,  contract,  or 
cooperative  agreement.  For  purposes  of  the 
cost  principles,  this  activity  may  be 
considered  a  major  function  even  though  an 
institution's  accounting  treatment  may 
include  it  in  the  instruction  function. 

(2)  Departmental  research  means  research 
development  and  scholarly  activities  that  are 
not  organized  research  and,  consequently, 
are  not  separately  budgeted  and  accounted 
for.  Departmental  research,  for  purposes  of 
this  document,  is  not  considered  as  a  major 
function,  but  as  a  part  of  the  instruction 
function  of  the  institution. 

b.  Organized  research  means  all  research 
and  development  activities  of  an  institution 
that  are  separately  budgeted  and  accounted 
for.  It  includes: 

(1)  Sponsored  research  means  all  research 
and  development  activities  that  are 
sponsored  by  Federal  and  non-Federal 
agencies  and  organizations.  This  term 
includes  activities  involving  the  training  of 
individuals  in  research  techniques 
(commonly  called  research  training}  where 
such  activities  utilize  the  same  facilities  as 
other  research  and  development  activities 
and  where  such  activities  are  not  included  in 
the  instruction  function. 

(2)  University  research  means  all  research 
and  devlopment  activities  that  are  separately 
budgeted  by  the  institution  under  an  internal 
application  of  institutional  funds.  University 
research,  for  purposes  of  this  document,  may 
be  considered  a  part  of  the  instruction 
function,  or  may  be  combined  with  sponsored 
research  under  the  function,  of  organized 
research,  or  may  be  treated  as  a  separate 
major  function,  as  agreed  to  with  the 
cognizant  agency. 

c.  Other  sponsored  activities  means 
programs  and  projects  financed  by  Federal 
and  non-Federal  agencies  and  organizations 
which  involve  the  performance  of  work  other 
than  instruction  and  organized  research. 
Examples  of  such  programs  and  projects  are 
health  service  projects,  and  community 
service  programs.  However,  when  any  of 
these  activities  are  undertaken  by  the 
institution  without  outside  support,  they  may 
be  classified  as  other  institutional  activities. 

d.  Other  institutional  activities  means  all 
activities  of  an  institution  except:  (1) 
instruction,  departmental  research,  organized 
research,  and  other  sponsored  activities,  as 
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defined  above;  (2)  indirect  cost  activities 
indentified  in  Section  F,  and  (3)  specialized 
service  facilities  described  in  Section  J38. 
Other  institutional  activities  include 
operation  of  residence  halls,  dining  halls, 
hospitals  and  clinics,  student  unions, 
intercollegiate  athletics,  bookstores,  faculty 
housing,  student  apartment,  guest  houses, 
chapels,  theaters,  public  museums,  and  other 
similar  auxiliary  enterprises.  This  definition 
also  includes  any  other  categories  of 
activities,  costs  of  which  are  “unallowable” 
to  sponsored  agreements,  unless  otherwise 
indicated  in  the  agreements. 

d.  Other  institutional  activities  means  all 
activities  of  an  institution  except:  (1) 
instruction,  departmental  research,  organized 
research,  and  other  sponsored  activities,  as 
defined  above;  (2)  indirect  cost  activities 
indentified  in  Section  F,  and  (3)  specialized 
service  facilities  described  in  Section  J38. 
Other  institutional  activities  include 
operation  of  residence  halls,  dining  halls, 
hospitals  and  clinics,  student  unions, 
intercollegiate  athletics,  bookstores,  faculty 
housing,  student  apartment,  guest  houses, 
chapels,  theaters,  public  museums,  and  other 
similar  auxiliary  enterprises.  This  definition 
also  includes  any  other  categories  of 
activities,  costs  of  which  are  "unallowable" 
to  sponsored  agreements,  unless  otherwise 
indicated  in  the  agreements. 

2.  Sponsored  agreement,  for  purposes  of 
this  circular,  means  any  grant,  contract,  or 
other  agreement  between  the  institution  and 
the  Federal  Government. 

3.  Allocation  means  the  process  of 
assigning  a  cost,  or  a  group  of  costs,  to  one  or 
more  cost  objectives,  in  reasonable  and 
realistic  proportion  to  the  benefit  provided  or 
other  equitable  relationship.  A  cost  objective 
may  be  a  major  function  of  the  institution,  a 
particular  service  or  project,  a  sponsored 
agreement,  or  an  indirect  cost  activity,  as 
described  in  Section  F.  The  process  may 
entail  assigning  a  cost(s)  directly  to  a  final 
cost  objective  or  through  one  or  more 
intermediate  costs  objectives. 

C.  Basic  Considerations 

1.  Composition  of  total  costs.  The  cost  of  a 
sponsored  agreement  is  comprised  of  the 
allowable  direct  costs  incident  to  its 
performance,  plus  the  allocable  portion  of  the 
allowable  indirect  costs  of  the  institution, 
less  applicable  credits  as  described  in  5 
below. 

2.  Factors  affecting  allowability  of  costs. 
The  tests  of  allowability  of  costs  under  these 
principles  are;  (a)  they  must  be  reasonable; 
(b)  they  must  allocable  to  sponsored 
agreements  under  the  principles  and  methods 
provided  herein;  (c)  they  must  be  given 
consistent  treatment  through  application  of 
those  generally  accepted  accounting 
principles  appropriate  to  the  circumstances; 
and  (d)  they  must  conform  to  any  limitations 
or  exclusions  set  forth  in  these  principles  or 
in  the  sponsored  agreement  as  to  types  and 
amounts  or  costs  items. 

3.  Reasonable  costs.  A  cost  may  be 
considered  reasonable  if  the  nature  of  the 
goods  or  services  acquired  or  applied,  and 
the  amount  involved  therefor,  reflect  the 
action  that  a  prudent  person  would  have 
taken  under  the  circumstances  prevailing  at 
the  time  the  decision  to  incur  the  cost  was 


made.  Major  considerations  involved  in  the 
determination  of  the  reasonableness  of  a  cost 
are:  (a)  whether  or  not  the  cost  is  of  a  type 
generally  recognized  as  necessary  for  the 
operation  of  the  institution  of  the 
performance  of  the  sponsored  agreement;  (b) 
the  restraints  or  requirements  imposed  by 
such  factors  as  arm’s-length  bargaining, 
Federal  and  State  laws  and  regulations,  and 
sponsored  agreement  terms  and  conditions; 

(c)  whether  or  not  the  individuals  concerned 
acted  with  due  prudence  in  the 
circumstances,  considering  their 
responsibilities  to  the  institution,  it 
employees,  its  students,  the  Government,  and 
the  public  at  large;  and  (d)  the  extent  to 
which  the  actions  taken  with  respect  to  the 
incurrence  of  the  cost  are  consistent  with 
established  institutional  policies  and 
practices  applicable  to  the  work  of  the 
institution  generally,  including  sponsored 
agreements. 

4.  Allocable  costs. 

a.  A  cost  is  allocable  to  a  particular  cost 
objective  (i.e,  a  specific  function,  project, 
sponsored  agreement,  department,  or  the 
like)  if  the  goods  or  services  involved  are 
chargeable  or  assignable  to  such  cost 
objective  in  accordance  with  relative  benefits 
received  or  other  equitable  relationship, 
Subject  to  the  foregoing,  a  cost  is  allocable  to 
a  sponsored  agreement  if  (1)  it  is  incurred 
solely  to  advance  the  work  under  the 
sponsored  agreement;  (2)  its  benefits  both  the 
sponsored  agreement  and  other  work  of  the 
institution,  in  proportions  that  can  be 
approximated  through  use  of  reasonable 
methods,  or  (3)  it  is  necessary  to  the  overall 
operation  of  the  institution  and,  in  light  of  the 
principles  provided  in  this  Circular,  is 
deemed  to  be  assignable  in  part  to  sponsored 
projects.  Where  the  purchase  of  equipment  or 
other  capital  items  is  specifically  authorized 
under  a  sponsored  agreement,  the  amounts 
thus  authorized  for  such  purchases  are 
assignable  to  the  sponsored  agreement 
regardless  of  the  use  that  may  subsequently 
be  made  of  the  equipment  or  other  capital 
items  involved. 

b.  Any  costs  allocable  to  a  particular 
sponsored  agreement  under  the  standards 
provided  in  this  Circular  may  not  be  shifted 
to  other  sponsored  agreements  in  order  to 
meet  deficiencies  caused  by  overruns  or 
other  fund  considerations,  to  avoid 
restrictions  imposed  by  law  or  by  terms  of 
the  sponsored  agreement,  or  for  other  reasons 
of  convenience. 

5.  Applicable  credits. 

a.  The  term  applicable  credits  refers  to 
those  receipts  or  negative  expenditures  that 
operate  to  offset  or  reduce  direct  or  indirect 
cost  items.  Typical  examples  of  such 
transactions  are;  purchase  discounts,  rebates, 
or  allowances;  recoveries  or  indemnites  on 
losses;  and  adjustments  of  overpayments  or 
erroneous  charges.  This  term  also  includes 
“educational  discounts"  on  products  or 
services  provided  specifically  to  educational 
institutions,  such  as  discounts  on  computer 
equipment,  except  where  the  arrangement  is 
clearly  and  explicitly  identified  as  a  gift  by 
the  vendor. 

b.  In  some  instances,  the  amounts  received 
from  the  Federal  Government  to  finance 
institutional  activities  or  service  operations 


should  be  treated  as  applicable  credits. 
Specifically,  the  concept  of  netting  such 
credit  items  against  related  expenditures 
should  be  applied  by  the  institution  in 
determining  the  rates  or  amounts  to  be 
charged  to  sponsored  agreements  for  services 
rendered  whenever  the  facilities  or  other 
resources  used  in  providing  such  services 
have  been  financed  directly,  in  whole  or  in 
part,  by  Federal  funds.  (See  Sections  F8,  J9a, 
and  J38  for  areas  of  potential  application  in 
the  matter  of  direct  Federal  financing.) 

6.  Costs  incurred  by  State  and  local 
governments.  Costs  incurred  or  paid  by  State 
or  local  governments  on  behalf  of  their 
colleges  and  universities  for  fringe  benefit 
programs  such  as  pension  costs  and  FICA 
and  any  other  costs  specifically  incurred  on 
behalf  of,  and  in  direct  benefit  to,  the 
institutions  are  allowable  costs  of  such 
institutions  whether  or  not  these  costs  are 
recorded  in  the  accounting  records  of  the 
institutions,  subject  to  the  following: 

a.  The  costs  meet  the  requirements  of  Cl 
through  5  above. 

b.  The  costs  are  properly  supported  by  cost 
allocation  plans  in  accordance  with 
applicable  Federal  cost  accounting  principles. 

c.  The  costs  are  not  otherwise  borne 
directly  or  indirectly  by  the  Federal 
Government. 

7.  Limitations  on  allowance  of  costs. 
Sponsored  agreements  may  be  subject  to 
statutory  requirements  that  limit  the 
allowance  of  costs.  When  the  maximum 
amount  allowable  under  a  limitation  is  less 
than  the  total  amount  determined  in 
accordance  with  the  principles  in  this 
Circular,  the  amount  not  recoverable  under  a 
sponsored  agreement  may  not  be  charged  to 
other  sponsored  agreements. 

D.  Direct  Costs 

1.  General.  Direct  costs  are  those  costs  that 
can  be  identified  specifically  with  a 
particular  sponsored  project,  and 
instructional  activity,  or  any  other 
institutional  activity;  or  that  can  be  directly 
assigned  to  such  activities  relatively  easily 
with  a  high  degree  of  accuracy. 

2.  Application  to  sponsored  agreements. 
Identification  with  the  sponsored  work  rather 
than  the  nature  of  the  goods  and  services 
involved  is  the  determining  factor  in 
distinguishing  direct  from  indirect  costs  of 
sponsored  agreements.  Typical  costs  charged 
directly  to  a  sponsored  agreement  are  the 
compensation  of  employees  for  performance 
of  work  under  the  sponsored  agreement, 
including  related  fringe  benefit  costs  to  the 
extent  they  are  consistently  treated,  in  like 
circumstances,  by  the  institution  as  direct 
rather  than  indirect  costs;  the  costs  of 
materials  consumed  or  expended  in  the 
performance  of  the  work;  and  other  items  of 
expense  incurred  for  the  sponsored 
agreement,  including  extraordinary  utility 
consumption.  The  cost  of  materials  supplied 
from  stock  or  services  rendered  by 
specialized  facilities  or  other  institutional 
service  operations  may  be  included  as  direct 
costs  of  sponsored  agreements,  provided  such 
items  are  consistently  treated,  in  like 
circumstances,  by  the  institution  as  direct 
rather  than  indirect  costs,  and  are  charged 
under  a  recognized  method  of  computing 
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actual  costs,  and  conform  to  generally 
accepted  cost  accounting  practices 
consistently  followed  by  the  institution. 

E.  Indirect  Costs 

1.  General.  Indirect  costs  are  those  that  are 
incurred  for  common  or  joint  objectives  and 
therefore  cannot  be  identified  readily  and 
specifically  with  a  particular  sponsored 
project,  and  instructional  activity,  or  any 
other  institutional  activity.  At  educational 
institutions  such  costs  normally  are  classified 
under  the  following  indirect  cost  categories: 
depreciation  and  use  allowances,  general 
administration  expenses,  sponsored  projects 
administration  expenses,  operation  and 
maintenance  expenses,  library  expenses, 
departmental  administration  expenses,  and 
student  administration  and  services. 

2.  Criteria  for  distribution. 

3.  Base  period.  A  base  period  for 
distribution  of  indirect  costs  is  the  period 
during  which  the  costs  are  incurred.  The  base 
period  normally  should  coincide  with  the 
fiscal  year  established  by  the  institution,  but 
in  any  event  the  base  period  should  be  so 
selected  as  to  avoid  inequities  in  the 
distribution  of  costs. 

b.  Need  for  cost  groupings.  The  overall 
objective  of  the  indirect  cost  allocation 
process  is  to  distribute  the  indirect  costs 
described  in  Section  F  to  the  major  functions 
of  the  institution  in  proportions  reasonably 
consistent  with  the  nature  and  extent  of  their 
use  of  the  institution’s  resources.  In  order  to 
achieve  this  objective,  it  may  be  necessary  to 
provide  for  selective  distribution  by 
establishing  separate  groupings  of  cost  within 
one  or  more  of  the  indirect  cost  categories 
referred  to  in  El  above.  In  general,  the  cost 
groupings  established  within  a  category 
should  constitute,  in  each  case,  a  pool  of 
those  items  of  expense  that  are  considered  to 
be  of  like  nature  in  terms  of  their  relative 
contribution  to  (or  degree  of  remoteness 
from)  the  particular  cost  objectives  to  which 
distribution  is  appropriate.  Cost  groupings 
should  be  established  considering  the  general 
guides  provided  in  c  below.  Each  such  pool  or 
cost  grouping  should  then  be  distributed 
individually  to  the  related  cost  objectives, 
used  the  distribution  base  or  method  most 
appropriate  in  the  light  of  the  guides  set  forth 
in  d  below. 

c.  General  considerations  on  cost 
groupings.  The  extent  to  which  separate  cost 
groupings  and  selective  distribution  would  be 
appropriate  at  an  institution  is  a  matter  of 
judgment  to  be  determined  on  a  case-by-case 
basis.  Typical  situations  which  may  warrant 
the  establishment  of  two  or  more  separate 
cost  groupings  (based  on  account 
classification  or  analysis)  within  an  indirect 
cost  category  include  but  are  not  limited  to 
the  following: 

(1)  Where  certain  items  or  categories  of 
expense  relate  solely  to  one  of  the  major 
functions  of  the  institution  or  to  less  than  all 
functions,  such  expenses  should  be  set  aside 
as  a  separate  cost  grouping  for  direct 
assignment  or  selective  allocation  in 
accordance  with  the  guides  provided  in  E2b 
and  d. 

(2)  Where  any  types  of  expense  ordinarily 
treated  as  general  administration  or 
departmental  administration  are  charged  to 
sponsored  agreements  as  direct  costs, 


expenses  applicable  to  other  activities  of  the 
institution  when  incurred  for  the  same 
purposes  in  like  circumstances  must,  through 
separate  cost  groupings,  be  excluded  from  the 
indirect  costs  allocable  to  those  sponsored 
agreements  and  included  in  the  direct  cost  of 
other  activities  for  cost  allocation  purposes. 

(3)  W'here  it  is  determined  that  certain 
expenses  are  for  the  support  of  a  service  unit 
or  facility  whose  output  is  susceptible  of 
measurement  on  a  workload  or  other 
quantitative  basis,  such  expenses  should  be 
set  aside  as  a  separate  cost  grouping  for 
distribution  on  such  basis  to  organized 
research,  instructional,  and  other  activities  at 
the  institution  or  within  the  department. 

(4)  Where  activities  provide  their  own 
purchasing,  personnel  administration, 
building  maintenance  or  similar  service,  the 
distribution  of  general  administration  and 
general  expenses,  or  operation  and 
maintenance  expenses  to  such  activities 
should  be  accomplished  through  cost 
groupings  which  include  only  that  portion  of 
central  indirect  costs  (such  as  for  overall 
management)  which  are  properly  allocable  to 
such  activities. 

(5)  Where  the  institution  elects  to  treat 
fringe  benefits  as  indirect  charges,  such  costs 
should  be  set  aside  as  a  separate  cost 
grouping  for  selective  distribution  to  related 
cost  objectives. 

(6)  The  number  of  separate  cost  groupings 
within  a  category  should  be  held  within 
practical  limits,  after  taking  into 
consideration  the  materiality  of  the  amounts 
involved  and  the  degree  of  precision 
attainable  through  less  selective  methods  of 
distribution. 

d.  Selection  of  distribution  method. 

(1)  Actual  conditions  must  be  taken  into 
account  in  selecting  the  method  or  base  to  be 
used  in  distributing  individual  cost  groupings. 
The  essential  consideration  in  selecting  a 
base  is  that  it  be  the  one  best  suited  for 
assigning  the  pool  of  costs  to  cost  objectives 
in  accordance  with  benefits  derived;  a 
traceable  cause  and  effect  relationship;  or 
logic  and  reason,  where  neither  benefit  nor 
cause  and  effect  relationship  is  determinable. 

(2)  Where  a  cost  grouping  can  be  identified 
directly  with  the  cost  objective  benefited,  it 
should  be  assigned  to  that  cost  objective. 

(3)  Where  the  expenses  in  a  cost  grouping 
are  more  general  in  nature,  the  distribution 
may  be  based  on  a  cost  analysis  study  which 
results  in  an  equitable  distribution  of  the 
costs.  Such  cost  analysis  studies  may  take 
into  consideration  weighting  factors, 
population,  or  space  occupied  if  appropriate. 
Cost  analysis  studies,  however,  must  (a)  be 
appropriately  documented  in  sufficient  detail 
for  subsequent  review  by  the  cognizant 
Federal  agency,  (b)  distribute  the  costs  to  the 
related  cost  objectives  in  accordance  with 
the  relative  benefits  derived,  (c)  be 
statistically  sound,  (d)  be  performed 
specifically  at  the  institution  at  which  the 
results  are  to  be  used,  and  (e)  be  reviewed 
periodically,  but  not  less  frequently  than 
every  two  years,  updated  if  necessary,  and 
used  consistently.  Any  assumptions  made  in 
the  study  must  be  stated  and  explained.  The 
use  of  cost  analysis  studies  and  periodic 
changes  in  the  method  of  cost  distribution 
must  be  fully  justified. 


(4)  If  a  cost  analysis  study  is  not 
performed,  or  if  the  study  does  not  result  in 
an  equitable  distribution  of  the  costs,  the 
distribution  shall  be  made  in  accordance  with 
the  appropriate  base  cited  in  Section  F., 
unless  one  of  the  following  conditions  is  met: 
(a)  it  can  be  demonstrated  that  the  use  of  a 
different  base  would  result  in  a  more 
equitable  allocation  of  the  costs,  or  that  a 
more  readily  available  base  would  not 
increase  the  costs  charged  to  sponsored 
agreements,  or  (b)  the  institution  qualifies  for, 
and  elects  to  use,  the  simplified  method  for 
computing  indirect  cost  rates  described  in 
Section  H. 

e.  Order  of  Distribution. 

(1)  Indirect  cost  categories  consist  of 
depreciation  and  use  allowance,  operation 
and  maintenance,  general  administration  and 
general  expenses,  departmental 
administration,  sponsored  projects 
administration,  library,  and  student 
administration  and  services,  as  described  in 
Section  F. 

(2)  Depreciation  and  use  allowances, 
operation  and  maintenance  expenses,  and 
general  administrative  and  general  expenses 
should  be  allocated  in  that  order  to  the 
remaining  indirect  cost  categories  as  well  as 
to  the  major  functions  and  specialized  service 
facilities  of  the  institution.  Other  cost 
categories  may  be  allocated  in  the  order 
determined  to  be  most  appropriate  by  the 
institutions.  When  cross  allocation  of  costs  is 
made  as  provided  in  (3)  below,  this  order  of 
allocation  does  not  apply. 

(3)  Normally  an  indirect  cost  category  will 
be  considered  closed  once  it  has  been 
allocated  to  their  cost  objectives,  and  costs 
may  not  be  subsequently  allocated  to  it. 
However,  a  cross  allocation  of  costs  between 
two  or  more  indirect  cost  categories  may  be 
used  if  such  allocation  will  result  in  a  more 
equitable  allocation  of  costs.  If  a  cross 
allocation  is  used,  an  appropriate 
modification  to  the  composition  of  the 
indirect  cost  categories  described  in  Section 
F  is  required. 

F.  Identification  and  Assignment  of  Indirect 
Costs 

1.  Depreciation  and  use  allowances. 

a.  The  expenses  under  this  heading  are  the 
portion  of  the  costs  of  the  institution’s 
buildings,  capital  improvements  to  land  and 
buildings,  and  equipment  which  are 
computed  in  accordance  with  Section  J9. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocated  in 
the  following  manner: 

(1)  Depreciation  or  use  allowances  on 
buildings  used  exclusively  in  the  conduct  of  a 
single  function,  and  on  capital  improvements 
and  equipment  used  in  such  buildings,  shall 
be  assigned  to  that  function. 

(2)  Depreciation  or  use  allowances  on 
buildings,  used  for  more  than  one  function, 
and  on  capital  improvements  and  equipment 
used  in  such  buildings,  shall  be  allocated  to 
the  individual  functions  performed  in  each 
building  on  the  bais  of  usable  square  feet  of 
space,  excluding  common  areas  such  as 
hallways,  stairwells,  and  restrooms. 

(3)  Depreciation  or  use  allowances  on 
buildings  and  capital  improvements  where 
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space  is  used  jointly,  and  on  equipment  used 
jointly,  shall  be  allocated  to  benefiting 
functions  in  proportion  to  the  total  salaries 
and  wages  applicable  to  the  joint  functions. 

(4)  Depreciation  or  use  allowances  on 
buildings,  capital  improvements,  and 
equipment  used  predominantly  for  one 
function  and  only  incidentally  for  other(s), 
may  be  assigned  to  the  function  in  which  it  is 
used  predominantly. 

(5)  Depreciation  or  use  allowances  on 
certain  capital  improvements  to  land,  such  as 
paved  parking  areas,  fences,  sidewalks,  and 
the  like,  not  included  in  the  cost  of  buildings, 
shall  be  allocated  to  user  categories  of 
students  and  employees  on  a  full-time 
equivalent  basis.  The  amount  allocated  to  the 
student  category  shall  be  assigned  to  the 
instruction  functions  of  the  institution.  The 
amount  allocated  to  the  employee  category 
shall  be  further  allocated  to  the  major 
functions  of  the  institution  in  proportion  to 
the  salaries  and  wages  of  all  employees 
applicable  to  those  functions. 

2.  Operation  and  maintenance  expenses. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  by  a  central 
service  organization  or  at  the  departmental 
level  for  the  administration,  supervision, 
operation,  maintenance,  preservation,  and 
protection  of  the  institution's  physical  plant. 
They  include  expenses  normally  incurred  for 
such  items  as  janitorial  and  utility  services; 
repairs  and  ordinary  or  normal  alterations  of 
buildings,  furniture  and  equipment;  and  care 
of  grounds  and  maintenance  and  operation  of 
buildings  and  other  plant  facilities.  The 
operation  and  maintenance  expenses 
category  should  also  include  the  fringe 
benefit  costs  applicable  to  the  salaries  and 
wages  included  therein,  and  depreciation  and 
use  allowance. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocated  in 
the  same  manner  as  described  in  Section  Fib 
for  depreciation  and  use  allowances. 

3.  General  administration  and  general 
expenses. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the  general 
executive  and  administrative  offices  of 
educational  institutions  and  other  expenses 
of  a  general  character  which  do  not  relate 
solely  to  any  major  function  of  the  institution; 
i.e.,  solely  to  (1)  instruction,  (2)  organized 
research,  (3)  other  sponsored  activities,  or  (4) 
other  institutional  activities.  The  general 
administration  and  general  expense  category 
should  also  include  the  fringe  benefit  costs 
applicable  to  the  salaries  and  wages  included 
therein,  an  appropriate  share  of  operation 
and  maintenance  expense,  and  depreciation 
and  use  allowances. 

General  administration  and  general 
expenses  shall  not  include  expenses  incurred 
within  nonuniversity-wide  deans'  offices, 
academic  departments,  organized  research 
units,  or  similar  organizational  units.  (See 
section  F.4.,  departmental  administration 
expenses.) 

Federal  agencies  may  authorize 
reimbursement  of  additional  costs  for 
department  heads  and  faculty  only  in 
exceptional  cases  where  an  institution  can 
demonstrate  undue  hardship  or  detriment  to 
project  performance. 


b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  grouped 
first,  according  to  common  major  functions  of 
the  institution  to  which  they  render  services 
or  provide  benefits.  The  aggregate  expenses 
of  each  group  shall  then  be  allocated  to 
serviced  or  benefited  functions  on  the 
modified  total  cost  basis.  Modified  total  costs 
consist  of  salaries  and  wages,  fringe  benefits, 
materials  and  supplies,  services,  travel,  and 
subgrants  and  subcontracts  up  to  $25,000  - 

each.  When  an  activity  included  in  this 
indirect  cost  category  provides  a  service  or 
product  to  another  institution  or  organization, 
and  appropriate  adjustment  must  be  made  to 
either  the  expenses  or  the  basis  of  allocation 
or  both,  to  assure  a  proper  allocation  of  costs. 

4.  Departmental  administration  expenses. 
a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for 
administrative  and  supporting  services  that 
benefit  common  or  joint  departmental 
activities  or  objectives  in  academic  deans’ 
offices,  academic  departments  and  divisions, 
and  organized  research  institutes,  study 
centers,  and  research  centers.  Departmental 
administration  expenses  are  subject  to  the 
following  limitations. 

(1)  Academic  deans’  offices.  Salaries  and 
operating  expenses  are  limited  to  those 
attributable  to  administrative  functions. 

(2)  Academic  departments: 

(a)  Salaries  and  fringe  benefits  attributable 
to  the  administrative  work  (including  bid  and 
proposal  preparation)  of  faculty  (including 
departmental  heads),  and  other  professional 
personnel  conducting  research  and/or 
instruction,  shall  be  allowed  at  a  rate  of  3.6 
percent  of  modified  total  direct  costs.  This 
category  does  not  include  professional 
business  or  professional  administrative 
officers.  This  allowance  shall  be  added  to  the 
computation  of  the  indirect  cost  rate  for 
major  functions  in  section  G;  the  expenses 
covered  by  the  allowance  shall  be  excluded 
from  the  departmental  administration  cost 
pool.  No  documentation  is  required  to 
support  this  allowance. 

(b)  Other  administrative  and  supporting 
expenses  incurred  within  academic 
departments  are  allowable  provided  they  are 
treated  consistently  in  like  circumstances. 
This  would  include  expenses  such  as  the 
salaries  of  secretarial  and  clerical  staffs,  the 
salaries  of  administrative  officers  and 
assistants,  travel,  office  supplies,  stockrooms, 
and  the  like. 

(3)  Other  fringe  benefit  costs  applicable  to 
the  salaries  and  wages  included  in  (1)  and  (2) 
above  are  allowable,  as  well  as  an 
appropriate  share  of  general  administration 
and  general  expenses,  operation  and 
maintenance  expenses,  and  depreciation 
and/or  use  allowances. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocated  as 
follows; 

(1)  The  administrative  expenses  of  the 
dean's  office  of  each  college  and  school  shall 
be  allocated  tn  the  academic  departments 
within  that  college  or  school  on  the  modified 
total  cost  basis. 

(2)  The  administrative  expenses  of  each 
academic  department,  and  the  department's 


share  of  the  expenses  allocated  in  (1)  above 
shall  be  allocated  to  the  appropriate 
functions  of  the  department  on  the  modified 
total  cost  basis. 

5.  Sponsored  projects  administration. 

(a)  The  expenses  under  this  heading  are 
limited  to  those  incurred  by  a  separate 
organization(s)  established  primarily  to 
administer  sponsored  projects,  including  such 
functions  as  grant  and  contract 
administration  (Federal  and  non-Federal) 
special  security,  purchasing,  personnel 
administration,  and  editing  and  publishing  of 
research  and  other  reports.  They  include  the 
salaries  and  expenses  of  the  head  of  such 
organization,  assistants,  and  immediate  staff, 
together  with  the  salaries  and  expenses  of 
personnel  engaged  in  supporting  activities 
maintained  by  the  organization,  such  as  stock 
rooms,  stenographic  pools  and  the  like.  This 
category  also  includes  an  allocable  share  of 
fringe  benefit  costs,  general  administration 
and  general  expenses,  operation  and 
maintenance  expenses,  and  depreciation/use 
allowances.  Appropriate  adjustments  will  be 
made  for  services  provided  to  other  functions 
or  organizations. 

Federal  agencies  may  authorize 
reimbursement  of  additional  costs  for 
department  heads  and  faculty  only  in 
exceptional  cases  where  an  institution  can 
demonstrate  undue  hardship  or  detriment  to 
project  performance. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocated  to 
the  major  functions  of  the  institution  under 
which  the  sponsored  projects  are  conducted 
on  the  basis  of  the  modified  total  cost  of 
sponsored  projects. 

c.  An  appropriate  adjustment  shall  be 
made  to  eliminate  any  duplicate  charges  to 
sponsored  agreements  when  this  category 
includes  similar  or  identical  activities  as 
those  included  in  the  general  administration 
and  general  expense  category  or  other 
indirect  cost  items,  such  as  accounting, 
procurement,  or  personnel  administration. 

6.  Library  expenses. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the 
operation  of  the  library,  including  the  cost  of 
books  and  library  materials  purchased  for  the 
library,  less  any  items  of  library  income  that 
qualify  as  applicable  credits  under  Section 
C5.  The  library  expense  category  should  also 
include  the  fringe  benefits  applicable  to  the 
salaries  and  wages  included  therein,  an 
appropriate  share  of  general  administration 
and  general  expense,  operation  and 
maintenance  expense,  and  depreciation  and 
use  allowances.  Costs  incurred  in  the 
purchases  of  rare  books  (museum-type 
books)  with  no  value  to  sponsored 
agreements  should  not  be  allocated  to  them. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocated 
first  on  the  basis  of  primary  categories  of 
users,  including  students,  professional 
employees,  and  other  users. 

(1)  The  student  category  shall  consist  of 
full-time  equivalent  students  enrolled  at  the 
institution,  regardless  of  whether  they  earn 
credits  toward  a  degree  or  certificate. 
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(2)  The  professional  employee  category 
shall  consist  of  all  faculty  members  and  other 
professional  employees  of  the  institution,  on 
a  full-time  equivalent  basis. 

(3)  The  other  users  category  shall  consist  of 
all  other  users  of  library  facilities. 

c.  Amounts  allocated  in  b  above  shall  be 
assigned  further  as  follows:  (1)  The  amount  in 
the  student  category  shall  be  assigned  to  the 
instruction  function  of  the  institution. 

(2)  The  amount  in  the  professional 
employee  category  shall  be  assigned  to  the 
major  functions  of  the  institution  in 
proportion  to  the  salaries  and  wages  of  all 
faculty  members  and  other  professional 
employees  applicable  to  those  functions. 

(3)  The  amount  in  the  other  users  category 
shall  be  assigned  to  the  other  institutional 
activities  function  of  the  institution. 

7.  Student  administration  and  services. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the 
administration  of  student  affairs  and  for 
services  to  students,  including  expenses  of 
such  activities  as  deans  of  students, 
admissions,  registrar,  counseling  and 
placement  services,  student  advisers,  student 
health  and  infirmary  services,  catalogs,  and 
commencements  and  convocations. 

The  salaries  of  members  of  the  academic 
staff  whose  responsibilities  to  the  institution 
require  administrative  work  that  benefits 
sponsored  projects  may  also  be  included  to 
the  extent  that  the  portion  charged  to  Student 
Administration  is  determined  in  accordance 
with  Section  J.6.  This  expense  category  also 
includes  the  fringe  benefit  costs  applicable  to 
the  salaries  and  wages  included  therein,  an 
appropriate  share  of  general  administration 
and  general  expenses,  operation  and 
maintenance,  and  use  allowances  and/or 
depreciation. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses  in 
this  category  shall  be  allocated  to  the 
instruction  function,  and  subsequently  to 
sponsored  agreements  in  that  function. 

8.  Offset  for  indirect  expenses  otherwise 
provided  for  by  the  Government. 

a.  The  items  to  be  accumulated  under  this 
heading  are  the  reimbursements  and  other 
payments  from  the  Federal  Government 
which  are  made  to  the  institution  to  support 
solely,  specifically,  and  directly,  in  whole  or 
in  part,  any  of  the  administrative  or  service 
activities  described  in  Fl  through  7  above. 

b.  The  items  in  this  group  shall  be  treated 
as  a  credit  to  the  affected  individual  indirect 
cost  category  before  that  category  is 
allocated  to  benefiting  functions. 

G.  Determination  and  Application  of  Indirect 
Cost  Rate  or  Rates 

1.  Indirect  cost  pools. 
a.  Subject  to  b  below,  the  separate 
categories  of  indirect  costs  allocated  to  each 
major  function  of  the  institution  as  prescribed 
in  Section  f  shall  be  aggregated  and  treated 
as  a  common  pool  for  that  function.  The 
amount  in  each  pool  shall  be  divided  by  the 
distribution  base  described  in  G2  below  to 
arrive  at  a  single  indirect  cost  rate  for  each 
function.  The  rate  for  each  function  is  used  to 
distribute  indirect  costs  to  individual 
sponsored  agreements  of  that  function.  Since 
a  common  pool  established  for  each  major 
function  of  the  institution,  a  separate  indirect 


cost  rate  would  be  established  for  each  of  the 
major  functions  described  in  Section  Bl 
under  which  sponsored  agreements  are 
carried  out. 

b.  In  some  instances  a  single  rate  basis  for 
use  across  the  board  on  all  work  within  a 
major  function  at  an  institution  may  not  be 
appropriate.  A  single  rate  for  research,  for 
example,  might  not  take  into  account  those 
different  environmental  factors  and  other 
conditions  which  may  affect  substantially  the 
indirect  costs  applicable  to  a  particular 
segment  of  research  at  the  institution.  A 
particular  segment  of  research  may  be  that 
performed  under  a  single  sponsored 
agreement  or  it  may  consist  of  research  under 
a  group  or  sponsored  agreement  performed  in 
a  common  environment.  The  environmental 
factors  are  not  limited  to  the  physical 
location  of  the  work.  Other  important  factors 
are  the  level  of  the  administrative  support 
required,  the  nature  of  the  facilities  or  other 
resources  employed,  the  scientific  disciplines 
or  technical  skills  involved,  the 
organizational  arrangements  used,  or  any 
combination  thereof.  Where  a  particular 
segment  of  a  sponsored  agreement  is 
performed  within  an  environment  which 
appears  to  generate  a  significantly  different 
level  of  indirect  costs,  provision  should  be 
made  for  a  separate  indirect  cost  pool 
applicable  to  such  work.  The  separate 
indirect  cost  pool  should  be  developed  during 
the  regular  course  of  the  rate  determination 
process  and  the  separate  indirect  cost  rate 
resulting  therefrom  should  be  utilized; 
provided  it  is  determined  that  (1)  such 
indirect  cost  rate  differs  significantly  from 
that  which  would  have  been  obtained  under 
a.  above,  and  (2)  the  volume  of  work  to  which 
such  rate  would  apply  is  material  in  relation 
to  other  sponsored  agreements  at  the 
institution. 

2.  The  distribution  basis.  Indirect  costs 
shall  be  distributed  to  applicable  sponsored 
agreements  on  the  basis  of  modified  total 
direct  costs,  consisting  of  salaries  and  wages, 
fringe  benefits,  materials  and  supplies, 
services,  travel,  and  subgrants  and 
subcontracts  up  to  $25,000  each.  For  this 
purpose,  an  indirect  cost  rate  should  be 
determined  for  each  of  the  separate  indirect 
cost  pools  developed  pursuant  to  Gl,  above. 
The  rate  in  each  case  should  be  stated  as  the 
percentage  which  the  amount  of  the 
particular  indirect  cost  pool  is  of  the  modified 
total  direct  costs  identified  with  such  pool. 
Other  bases  may  be  used  where  it  can  be 
demonstrated  that  they  produce  more 
equitable  results. 

3.  Negotiated  lump  sum  for  indirect  costs. 

A  negotiated  fixed  amount  in  lieu  of  indirect 
costs  may  be  appropriate  for  self-contained, 
off-campus,  or  primarily  subcontracted 
activities  where  the  benefits  derived  from  an 
institution’s  indirect  services  cannot  be 
readily  determined.  Such  negotiated  indirect 
costs  will  be  treated  as  an  offset  before 
allocation  to  instruction,  organized  research, 
other  sponsored  activities,  and  other 
institutional  activities.  The  base  on  which 
such  remaining  expenses  are  allocated 
should  be  appropriately  adjusted. 

4.  Predetermined  fixed  rates  for  indirect 
costs.  Public  Law  87-638  (76  Stat.  437) 
authorizes  the  use  of  predetermined  fixed 


rates  in  determining  the  indirect  costs 
applicable  under  research  agreements  with 
educational  institutions.  The  stated 
objectives  of  the  law  are  to  simplify  the 
administration  of  cost-type  research  and 
development  contracts  (including  grants) 
with  educational  institutions,  to  facilitate  the 
preparation  of  their  budgets,  and  to  permit 
more  expeditious  closeout  of  such  contracts 
when  the  work  is  completed.  In  view  of  the 
potential  advantages  offered  by  this 
procedure,  consideration  should  be  given  to 
the  negotiation  of  predetermined  fixed  rates 
for  indirect  costs  in  those  situations  where 
the  cost  experience  and  other  pertinent  facts 
available  are  deemed  sufficient  to  enable  the 
parties  involved  to  reach  an  informed 
judgment  as  to  the  probable  level  of  indirect 
costs  during  the  ensuing  accounting  period. 

5.  Negotiated  fixed  rates  and  cacry'-forward 
provisions.  When  a  fixed  rate  is  negotiated  in 
advance  for  a  fiscal  year  (or  other  time 
period),  the  over-  or  under-recovery  for  that 
year  may  be  included  as  an  adjustment  to  the 
indirect  cost  for  the  next  rate  negotiation. 
When  the  rate  is  negotiated  before  the  carry¬ 
forward  adjustment  is  determined,  the  carry¬ 
forward  amount  may  be  applied  to  the  next 
subsequent  rate  negotiation.  When  such 
adjustments  are  to  be  made,  each  fixed  rate 
negotiated  in  advance  for  a  given  period  will 
be  computed  by  applying  the  expected 
indirect  costs  allocable  to  sponsored 
agreements  for  the  forecast  period  plus  or 
minus  the  carry-forward  adjustment  (over-  or 
under-recovery)  from  the  prior  period,  to  the 
forecast  distribution  base.  Unrecovered 
amounts  under  lump-sum  agreements  or  cost¬ 
sharing  provisions  or  prior  years  shall  not  be 
carried  forward  for  consideration  in  the  new 
rate  negotiation.  There  must,  however,  be  an 
advance  understanding  in  each  case  between 
the  institution  and  the  cognizant  Federal 
agency  as  to  whether  these  differences  will 
be  considered  in  the  rate  negotiation  rather 
than  making  the  determination  after  the 
differences  are  known.  Further,  institutions 
electing  to  use  this  carry-forward  provision 
may  not  subsequently  change  without  prior 
approval  of  the  cognizant  Federal  agency.  In 
the  event  that  an  institution  returns  to  a 
postdetermined  rate,  any  over-  or  under¬ 
recovery  during  the  period  in  which 
negotiated  fixed  rates  and  carry-forward 
provisions  were  followed  will  be  included  in 
the  subsequent  postdetermined  rates.  Where 
multiple  rates  are  used,  the  same  procedure 
will  be  applicable  for  determining  each  rate. 

H.  Simplified  Method  for  Small  Institutions 

1.  General. 

a.  Where  the  total  direct  cost  of  work 
covered  by  this  Circular  at  an  institution  does 
not  exceed  $3,000,000  in  a  fiscal  year,  the  use 
of  the  simplified  procedure  described  in  2, 
below,  may  be  used  in  determining  allowable 
indirect  costs.  Under  this  simplified 
procedure,  the  institution’s  most  recent 
annual  financial  report  and  immediately 
available  supporting  information  with 
salaries  and  wages  segregated  from  other 
costs,  will  be  utilized  as  a  basis  for 
determining  the  indirect  cost  rate  applicable 
to  all  sponsored  agreements. 

b.  The  simplified  procedure  should  not  be 
used  where  it  produces  results  which  appear 
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inequitable  to  the  Government  or  the 
institution.  In  any  such  case,  indirect  costs 
should  be  determined  through  use  of  the 
regular  procedure. 

2.  Simplified  procedure. 

a.  Establish  the  total  amount  of  salaries 
and  wages  paid  to  all  employees  of  the 
institution. 

b.  Establish  an  indirect  cost  pool  consisting 
of  the  expenditures  (exclusive  of  capital 
items  and  other  costs  specifically  identified 
as  unallowable)  which  customarily  are 
classified  under  the  following  titles  or  their 
equivalents: 

(1)  General  administration  and  general 
expenses  (exclusive  of  cost  of  student 
administration  and  services,  student 
activities,  student  aid,  and  scholarships). 

(2)  Operation  and  maintenance  of  physical 
plant;  and  depreciation  and  use  allowances; 
after  appropriate  adjustment  for  costs 
applicable  to  other  institutional  activities. 

(3)  Library. 

(4)  Department  administration  expenses, 
which  will  be  computed  as  20  percent  of  the 
salaries  and  expenses  of  deans  and  heads  of 
departments. 

In  those  cases  where  expenditures 
classified  under  (1)  above  have  previously 
been  allocated  to  other  institutional 
activities,  they  may  be  included  in  the 
indirect  cost  pool.  The  total  amount  of 
salaries  and  wages  included  in  the  indirect 
cost  pool  must  be  separately  identified. 

c.  Establish  a  salary  and  wage  distribution 
base,  determined  by  deducting  from  the  total 
of  salaries  and  wages  as  established  in  a 
above  the  amount  of  salaries  and  wages 
included  under  b  above. 

d.  Establish  the  indirect  cost  rate, 
determined  by  dividing  the  amount  in  the 
indirect  cost  pool,  b  above,  by  the  amount  of 
the  distribution  base,  c  above. 

e.  Apply  the  indirect  cost  rate  to  direct 
salaries  and  wages  for  individual  agreements 
to  determine  the  amount  of  indirect  costs 
allocable  to  such  agreements. 

J.  General  Provisions  for  Selected  Items  of 
Cost 

Sections  1  through  44  below  provide 
principles  to  be  applied  in  establishing  the 
allowability  of  certain  items  involved  in 
determining  cost.  These  principles  should 
apply  irrespective  of  whether  a  particular 
item  of  cost  is  properly  treated  as  direct  cost 
or  indirect  cost.  Failure  to  mention  a 
particular  item  of  cost  is  not  intended  to 
imply  that  it  is  either  allowable  or 
unallowable;  rather  determination  as  to 
allowability  in  each  case  should  be  based  on 
the  treatment  provided  for  similar  or  related 
items  of  cost.  In  case  of  a  discrepancy 
between  the  provisions  of  a  specific 
sponsored  agreement  and  the  provisions 
below,  the  agreement  should  govern. 

1.  Advertising  costs. 

a.  The  term  advertising  costs  means  the 
costs  of  advertising  media  and  corollary 
administrative  costs.  Advertising  media 
include  magazines,  newspapers,  radio  and 
television  programs,  direct  mail,  exhibits,  and 
the  like. 

b.  The  only  advertising  costs  allowable  are 
those  which  are  solely  for  (1)  the  recruitment 
of  personnel  required  for  the  performance  by 
the  institution  ol  obligations  arising  under  the 


sponsored  agreement,  when  considered  in 
conjunction  with  all  other  recruitment  costs, 
as  set  forth  in  Section  J32;  (2)  the 
procurement  of  goods  and  services  for  the 
performance  of  the  sponsored  agreement;  (3) 
the  disposal  of  scrap  or  surplus  materials 
acquired  in  the  performance  of  the  sponsored 
agreement  except  when  institutions  are 
reimbursed  for  disposal  costs  at  a 
predetermined  amount  in  accordance  with 
Attachment  N,  OMB  Circular  No.  A-110;  or 
(4)  other  specific  purposes  necessary  to  meet 
the  requirements  of  the  sponsored  agreement. 

c.  Costs  of  this  nature,  if  incurred  for  more 
than  one  sponsored  agreement  or  for  both 
sponsored  work  and  other  work  of  the 
institution,  are  allowable  to  the  extent  that 
the  principles  in  Sections  D  and  E  are 
observed. 

2.  Bad  debts.  Any  losses,  whether  actual  or 
estimated,  arising  from  uncollectible  accounts 
and  other  claims,  related  collections  costs, 
and  related  legal  costs,  are  unallowable. 

3.  Civil  defense  costs.  Civil  defense  costs 
are  those  incurred  in  planning  for,  and  the 
protection  of  life  and  property  against,  the 
possible  effects  of  enemy  attack.  Reasonable 
costs  of  civil  defense  measures  (including 
costs  in  excess  of  normal  plant  protection 
costs,  first-aid  training  and  supplies, 
firefighting  training,  posting  of  additional  exit 
notices  and  directions,  and  other  approved 
civil  defense  measures)  undertaken  on  the 
institutions’  premises  pursuant  to  suggestions 
or  requirements  of  civil  defense  authorities 
are  allowable  when  distributed  to  all 
activities  of  the  institution.  Capital 
expenditures  for  civil  defense  purposes  will 
not  be  allowed,  but  a  use  allowance  or 
depreciation  may  be  permitted  in  accordance 
with  provisions  set  forth  in  Section  J9.  Costs 
of  local  civil  defense  projects  not  on  the 
institution’s  premises  are  unallowable. 

4.  Commencement  and  convocation  costs. 
Costs  incurred  for  commencements  and 
convocations  are  unallowable,  except  as 
provided  for  in  Section  F7. 

5.  Communication  costs.  Costs  incurred  for 
telephone  services,  local  and  long  distance 
telephone  calls,  telegrams  radiograms, 
postage  and  the  like,  are  allowable. 

ft  Compensation  for  personal  services 
a.  General.  Compensation  for  personal 
services  covers  all  amounts  paid  currently  or 
accrued  by  the  institution  for  services  of 
employees  rendered  during  the  period  of 
performance  under  sponsored  agreements. 
Such  amounts  include  salaries,  wages,  and 
fringe  benefits  (See  Section  J15.).  These  costs 
are  allowable  to  the  extent  that  the  total 
compensation  to  individual  employees 
conforms  to  the  established  policies  of  the 
institution,  consistently  applied,  and 
provided  that  the  charges  for  work  performed 
directly  on  sponsored  agreements  and  for 
other  work  allocable  as  indirect  costs  are 
determined  and  supported  as  provided 
below.  Charges  to  sponsored  agreements  may 
include  reasonable  amounts  for  activities 
contributing  and  intimately  related  to  work 
under  the  agreements,  such  as  delivering 
special  lectures  about  specific  aspects  of  the 
ongoing  activity,  writing  reports  and  articles, 
participating  in  appropriate  seminars, 
consulting  with  colleagues  and  graduate 


students,  and  attending  meetings  and 
conferences.  Incidental  work  (that  in  excess 
of  normal  for  the  individual),  for  which 
supplemental  compensation  is  paid  by  an 
institution  under  institutional  policy,  need  not 
be  included  in  the  payroll  distribution 
systems  described  below,  provided  such 
work  and  compensation  are  separately 
identified  and  documented  in  the  financial 
management  system  of  the  institution. 

b.(l)  General  Principles,  (a)  The 
distribution  of  salaries  and  wages  whether 
treated  as  direct  or  indirect  costs,  will  be 
based  on  payrolls  documented  in  accordance 
with  the  generally  accepted  practices  of 
colleges  and  universities.  Institutions  may 
include  in  a  residual  category  all  activities 
that  are  not  directly  charged  to  sponsored 
agreements,  and  that  need  not  be  distributed 
to  more  than  one  activity  for  purposes  of 
identifying  indirect  costs  and  the  functions  to 
which  they  are  allocable.  The  components  of 
the  residual  category  are  not  required  to  be 
separately  documented. 

(b)  The  apportionment  of  employee’s 
salaries  and  wages  which  are  chargeable  to 
more  than  one  sponsored  agreement  or  other 
cost  objective  will  be  accomplished  by 
methods  which  will  (1)  be  in  accordance  with 
Sections  A-2  and  C  above,  (2)  produce  an 
equitable  distribution  of  charges  for 
employee's  activities,  and  (3)  distinguish  the 
employees’  direct  activities  from  their 
indirect  activities. 

(c)  In  the  use  of  any  methods  for 
apportioning  salaries,  it  is  recognized  that,  in 
an  academic  setting,  teaching,  research, 
service,  and  administration  are  often 
inextricably  intermingled.  A  precise 
assessment  of  factors  that  contribute  to  costs 
is  not  always  feasible,  nor  is  it  expected. 
Reliance,  therefore,  is  placed  on  estimates  in 
which  a  degree  of  tolerance  is  appropriate. 

(d)  There  is  no  single  best  method  for 
documenting  the  distribution  of  charges  for 
personal  services.  Methods  for  apportioning 
salaries  and  wages,  however,  must  meet  the 
criteria  specified  in  J.6.b.(2)  below.  Examples 
of  acceptable  methods  are  contained  in  J.6.c. 
below.  Other  methods  which  meet  the  criteria 
specified  in  ].6.b.(2)  below  also  shall  be 
deemed  acceptable,  if  a  mutually  satisfactory 
alternative  agreement  is  reached. 

(2)  Criteria  for  Acceptable  Methods,  (a) 

The  payroll  distribution  system  will  (i)  be 
incorporated  into  the  official  records  of  the 
institution,  (ii)  reasonably  reflect  the  activity 
for  which  the  employee  is  compensated  by 
the  institution,  and  (iii)  encompass  both 
sponsored  and  all  other  activities  on  an 
integrated  basis,  but  may  include  the  use  of 
subsidiary  records.  (Compensation  for 
incidental  work  described  in  J.6.a.  need  not 
be  included.) 

(b)  The  method  must  recognize  the 
principle  of  after-the-fact  confirmation  or 
determination  so  that  costs  distributed 
represent  actual  costs,  unless  a  mutually 
satisfactory  alternative  agreement  is  reached. 
Direct  cost  activities  and  indirect  cost 
activities  may  be  confirmed  by  responsible 
persons  with  suitable  means  of  verification 
that  the  work  was  performed.  Confirmation 
by  the  employee  is  not  a  requirement  for 
either  direct  or  indirect  cost  activities  if  other 
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responsible  persons  make  appropriate 
confirmations. 

(c)  The  payroll  distribution  system  will 
allow  confirmation  of  activity  allocable  to 
each  sponsored  agreement  and  each  of  the 
categories  of  activity  needed  to  identify 
indirect  costs  and  the  functions  to  which  they 
are  allocable.  The  activities  chargeable  to 
indirect  cost  categories  or  the  major  functions 
of  the  institution  for  employees  whose 
salaries  must  be  apportioned  (see  J.B.b.l.(b) 
above),  if  not  initially  identified  as  separate 
categories,  may  be  subsequently  distributed 
by  any  reasonable  method  mutally  agreed  to, 
including,  but  not  limited  to,  suitably 
conducted  surveys,  statistical  sampling 
procedures,  or  the  application  of  negotiated 
fixed  rates. 

(d)  Practices  vary  among  institutions  and 
within  institutions  as  to  the  activity 
constituting  a  full  workload.  Therefore,  the 
payroll  distribution  system  may  reflect 
categories  of  activities  expressed  as  a 
percentage  distribution  of  total  activities. 

(e)  Direct  and  indirect  charges  may  be 
made  initially  to  sponsored  agreements  on 
the  basis  of  estimates  made  before  services 
are  performed.  When  such  estimates  are 
used,  significant  changes  in  the 
corresponding  work  activity  must  be 
identified  and  entered  into  the  payroll 
distribution  system.  Short-term  (such  as  one 
or  two  months)  fluctuation  between  workload 
categories  need  not  be  considered  as  long  as 
the  distribution  of  salaries  and  wages  is 
reasonable  over  the  longer  term,  such  as  an 
academic  period. 

(f)  The  system  will  provide  for  independent 
internal  evaluations  to  ensure  the  system’s 
effectiveness  and  compliance  with  the  above 
standards. 

(g)  For  systems  which  meet  these 
standards,  the  institution  will  not  be  required 
to  provide  additional  support  or 
documentation  for  the  effort  actually 
performed. 

c.  Examples  of  Acceptable  Methods  for 
Payroll  Distribution: 

(1)  Plan — Confirmation:  Under  this  method, 
the  distribution  of  salaries  and  wages  of 
professorial  or  professional  staff  applicable 
to  sponsored  agreements  is  based  on 
budgeted,  planned,  or  assigned  work  activity, 
updated  to  reflect  any  significant  changes  in 
work  distribution.  A  plan-confirmation 
system  used  for  salaries  and  wages  charged 
directly  or  indirectly  to  sponsored 
agreements  will  meet  the  following 
standards: 

(a)  A  system  of  budgeted,  planned,  or 
assigned  work  activity  will  be  incorporated 
into  the  official  records  of  the  institution  and 
encompass  both  sponsored  and  all  other 
activities  on  an  integrated  basis.  The  system 
may  include  the  use  of  subsidiary  records. 

(b)  The  system  will  reasonably  reflect  only 
the  activity  for  which  the  employee  is 
compensated  by  the  institution 
(compensation  for  incidental  work  described 
in  J.6.a.  need  not  be  included).  Practices  vary 
among  institutions  and  within  institutions  as 
to  the  activity  constituting  a  full  workload. 
Hence,  the  system  will  reflect  categories  of 
activities  expressed  as  a  percentage 
distribution  of  total  activities.  (But  see 
Section  H  for  treatment  of  indirect  costs 


under  the  simplified  method  for  small 
institutions.) 

(c)  The  system  will  reflect  activity 
applicable  to  each  sponsored  agreement  and 
to  each  category  needed  to  identify  indirect 
costs  and  the  functions  to  which  they  are 
allocable.  The  system  may  treat  indirect  cost 
activities  initially  within  a  residual  category 
and  subsequently  determine  them  by 
alternate  methods  as  discussed  in  ).6.b.(2](c). 

(d)  The  system  will  provide  for 
modification  of  an  individual’s  salary  or 
salary  distribution  commensurate  with  an 
significant  change  in  the  employee's  work 
activity.  Short-term  (such  as  one  or  two 
months)  fluctuation  between  workload 
categories  need  not  be  considered  as  long  as 
the  distribution  of  salaries  and  wages  is 
reasonable  over  the  longer  term  such  as  an 
academic  period.  Whenever  it  is  apparent 
that  a  significant  change  in  work  activity 
which  is  directly  or  indirectly  charged  to 
sponsored  agreements  will  occur  or  has 
occurred,  the  change  will  be  documented 
over  the  signature  of  a  responsible  official 
and  entered  into  the  system. 

(e)  At  least  annually  a  statement  will  be 
signed  by  the  employee,  principal 
investigator,  or  responsible  official(s)  using 
suitable  means  of  verification  that  the  work 
was  performed,  stating  that  salaries  and 
wages  charged  to  sponsored  agreements  as 
direct  charges,  and  to  residual,  indirect  cost 
or  other  categories  are  reasonable  in  relation 
to  work  performed. 

(f)  The  system  will  provide  for  independent 
interna!  evaluation  to  ensure  the  system's 
integrity  and  compliance  with  the  above 
standards. 

(g)  In  the  use  of  this  method,  an  institution 
shall  not  be  required  to  provide  additional 
support  or  documentation  for  the  effort 
actually  performed. 

(2)  After-the-fact  Activity  Records:  Under 
this  system  the  distribution  of  salaries  and 
wages  by  the  institution  will  be  supported  by 
activity  reports  as  prescribed  below. 

(a)  Activity  reports  will  reflect  the 
distribution  of  activity  expended  by 
employees  covered  by  the  system 
(compensation  for  incidental  work  as 
described  in  ).6.a.  need  not  be  included). 

(b)  These  reports  will  reflect  an  after-the- 
fact  reporting  of  the  percentage  distribution 
of  activity  of  employees.  Charges  may  be 
made  initially  on  the  basis  of  estimates  made 
before  the  services  are  performed,  provided 
that  such  charges  are  promptly  adjusted  if 
significant  differences  are  indicated  by 
activity  records. 

(c)  Reports  will  reasonably  reflect  the 
activities  for  which  employees  are 
compensated  by  the  institution.  To  confirm 
that  the  distribution  of  activity  represents  a 
reasonable  estimate  of  the  work  performed 
by  the  employee  during  the  period,  the 
reports  will  be  signed  by  the  employee, 
principal  investigator,  or  responsible 
official(s)  using  suitable  means  of  verification 
that  the  work  was  performed. 

(d)  The  system  will  reflect  activity 
applicable  to  each  sponsored  agreement  and 
to  each  category  needed  to  identify  indirect 
costs  and  the  functions  to  which  they  are 
allocable.  The  system  may  treat  indirect  cost 
activities  initially  within  a  residual  category 


and  subsequently  determine  them  by 
alternate  methods  as  discussed  in  ).6.b.(2)(c). 

(e)  For  professorial  and  professional  staff, 
the  reports  will  be  prepared  each  academic 
term,  but  no  less  frequently  than  every  six 
months.  For  other  employees,  unless 
alternate  arrangements  are  agreed  to,  the 
reports  will  be  prepared  no  less  frequently 
than  monthly  and  will  coincide  with  one  or 
more  pay  periods. 

(f)  Where  the  institution  uses  time  cards  oi 
other  forms  of  after-the-fact  payroll 
documents  as  original  documentation  for 
payroll  and  payroll  charges,  such  documents 
shall  qualify  as  records  for  this  purpose 
provided  that  they  meet  the  requirements  in 

(a)  through  (e)  above. 

(3)  Multiple  Confirmation  Records:  Under 
this  system  the  distribution  of  salaries  and 
wages  of  professorial  and  professional  staff 
will  be  supported  by  records  which  certify 
separately  for  direct  and  indirect  cost 
activities  as  prescribed  below. 

(a)  For  employees  covered  by  the  system, 
there  will  be  direct  cost  records  to  reflect  the 
distribution  of  that  activity  expended  which 
is  to  be  allocable  as  direct  cost  to  each 
sponsored  agreement.  There  will  also  be 
indirect  cost  records  to  reflect  the 
distribution  of  that  activity  to  indirect  costs. 
These  records  may  be  kept  jointly  or 
separately  (but  are  to  be  certified  separately 
see  below). 

(b)  Salary  and  wage  charges  may  be  made 
initially  on  the  basis  of  estimates  made 
before  the  services  are  performed  provided 
that  such  charges  are  promptly  adjusted  if 
significant  differences  occur. 

(c)  Institutional  records  will  reasonably 
reflect  only  the  activity  fo  which  employees 
are  compensated  by  the  institution 
(compensation  for  incidental  work  as 
described  in  J.6.a.  need  not  be  included). 

(d)  The  system  will  reflect  activity 
applicable  to  each  sponsored  agreement  and 
to  each  category  needed  to  identify  indirect 
costs  and  the  functions  to  which  they  are 
allocable. 

(e)  To  confirm  that  distribution  of  activity 
represents  a  reasonable  estimate  of  the  work 
performed  by  the  employee  during  the  period 
the  record  for  each  employee  will  include: 

(1)  The  signature  of  the  employee  or  of  a 
person  having  direct  knowledge  of  the  work, 
confirming  that  the  record  of  activities 
allocable  as  direct  costs  of  each  sponsored 
agreement  is  appropriate. 

(2)  The  record  of  indirect  costs  will  include 
the  signature  of  responsible  person(s)  who 
use  suitable  means  of  verification  that  the 
work  was  performed  and  is  consistent  with 
the  overall  distribution  of  the  employee’s 
compensated  activities. 

These  signatures  may  all  be  on  the  same 
document. 

(f)  The  reports  will  be  prepared  each 
academic  term,  but  no  less  frequently  than 
every  six  months. 

(g)  Where  the  institution  uses  time  cards  or 
other  forms  of  after-the-fact  payroll 
documents  as  original  documentation  for 
payroll  and  payroll  charges,  such  documents 
shall  qualify  as  records  for  this  purpose 
provided  they  meet  the  requirements  in  (a) 
through  (f)  above. 
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d.  Salary  rates  for  faculty  members. 

{1}  Salary  rates  for  academic  year.  Charges 
for  work  performed  on  sponsored  agreements 
by  faculty  members  during  the  academic  year 
will  be  based  on  the  individual  faculty 
member’s  regular  compensation  for  the 
continuous  period  which,  under  the  policy  of 
the  institution  concerned,  constitutes  the 
basis  of  his  salary.  Charges  for  work 
performed  on  sponsored  agreements  during 
all  or  any  portion  of  such  period  are 
allowable  at  the  base  salary  rate.  In  no  event 
will  charges  to  sponsored  agreements, 
irrespective  of  the  basis  of  computation, 
exceed  the  proportionate  share  of  the  base 
salary  for  that  period.  This  principle  applies 
to  all  members  of  the  faculty  at  an  institution. 
Since  intra-university  consulting  is  assumed 
to  be  undertaken  as  a  university  obligation 
requiring  no  compensation  in  addition  to  full¬ 
time  base  salary,  the  principle  also  applies  to 
faculty  members  who  function  as  consultants 
or  otherwise  contribute  to  a  sponsored 
agreement  conducted  by  another  faculty 
member  of  the  same  institution.  However,  in 
unusual  cases  where  consultation  is  across 
departmental  lines  or  involves  a  separate  or 
remote  operation,  and  the  work  performed  by 
the  consultant  is  in  addition  to  his  regular 
departmental  load,  any  charges  for  such  work 
representing  extra  compensation  above  the 
base  salary  are  allowable  provided  that  such 
consulting  arrangements  are  specifically 
provided  for  in  the  agreement  or  approved  in 
writing  by  the  sponsoring  agency. 

(2)  Periods  outside  the  academic  year. 

(a)  Except  as  otherwise  specified  for 
teaching  activity  in  (b)  below,  charges  for 
work  performed  by  faculty  members  on 
sponsored  agreements  during  the  summer 
months  or  other  period  not  included  in  the 
base  salary  period  will  be  determined  for 
each  faculty  member  at  a  rate  not  in  excess 
of  the  base  salary  divided  by  the  period  to 
which  the  base  salary  relates,  and  will  be 
limited  to  charges  made  in  accordance  with 
other  parts  of  this  section.  The  base  salary 
period  used  in  computing  charges  for  work 
performed  during  the  summer  months  will  be 
the  number  of  months  covered  by  the  faculty 
member’s  official  academic  year 
appointment. 

(b)  Charges  for  teaching  activities 
performed  by  faculty  members  on  sponsored 
agreements  during  the  summer  months  or 
other  periods  not  included  in  the  base  salary 
period  will  be  based  on  the  normal  policy  of 
the  institution  governing  compensation  to 
faculty  members  for  teaching  assignments 
during  such  periods. 

(3)  Part-time  faculty.  Charges  for  work 
performed  on  sponsored  agreements  by 
faculty  members  having  only  part-time 
appointments  will  be  determined  at  a  rate  not 
in  excess  of  that  regularly  paid  for  the  part- 
time  assignments;  e.g.,  an  institution  pays 
$5,000  to  a  faculty  member  for  half-time 
teaching  during  the  academic  year.  He 
devoted  one-half  of  his  remaining  time  to  a 
sponsored  agreement.  Thus,  his  additional 
compensation,  chargeable  by  the  institution 
to  the  agreement,  would  be  one-half  of  $5,000, 
or  $2,500. 

e.  Noninstitutional  professional  activities. 
Unless  an  arrangement  is  specifically 
authorized  by  a  Federal  sponsoring  agency, 


an  institution  must  follow  its  institution-wide 
policies  and  practices  concerning  the 
permissible  extent  of  professional  services 
that  can  be  provided  outside  the  institution 
for  noninstitutional  compensation.  Where 
such  institution-wide  policies  do  not  exist  or 
do  not  adequately  define  the  permissible 
extent  of  consulting  or  other  noninstitutional 
activities  undertaken  for  extra  outside  pay, 
the  Government  may  require  that  the  effort  of 
professional  staff  working  on  sponsored 
agreements  be  allocated  between  (1) 
institutional  activities,  and  (2) 
noninstitutional  professional  activities.  If  the 
sponsoring  agency  considers  the  extent  of 
noninstitutional  professional  effort  excessive, 
appropriate  arrangements  governing 
compensation  will  be  negotiated  on  a  case- 
by-case  basis. 

7.  Contingency  provisions.  Contributions  to 
a  contingency  reserve  or  any  similar 
provision  made  for  events,  the  occurrence  of 
which  cannot  be  foretold  with  certainty  as  to 
time,  intensity,  or  with  an  assurance  of  their 
happening,  are  unallowable.  (But  see  also 
Section  J16c.) 

8.  Deans  of  faculty  and  graduate  schools. 
The  salaries  and  expenses  of  deans  of  faculty 
and  graduate  schools,  or  their  equivalents, 
and  their  staffs,  are  allowable. 

9.  Depreciation  and  use  allowances. 
Institutions  may  be  compensated  for  the  use 
of  their  buildings,  capital  improvements,  and 
equipment;  provided  that  they  are  used, 
needed  in  the  institutions’  activities,  and 
properly  allocable  to  sponsored  agreements. 
Such  compensation  shall  be  made  by 
computing  either  depreciation  or  use 
allowance.  Use  allowances  are  the  means  of 
providing  such  compensation  when 
depreciation  or  other  equivalent  costs  are  not 
computed.  The  allocation  for  depreciation  or 
use  allowance  shall  be  made  in  accordance 
with  Section  Fl.  Depreciation  and  use 
allowances  are  computed  applying  the 
following  rules: 

a.  The  computation  of  depreciation  or  use 
allowances  shall  be  based  on  the  acquisition 
cost  of  the  assets  involved.  For  this  purpose, 
the  acquisition  cost  will  exclude  (1)  the  cost 
of  land;  (2)  any  portion  of  the  cost  of 
buildings  and  equipment  borne  by  or  donated 
by  the  Government,  irrespective  of  where 
title  was  originally  vested  or  where  it  is 
presently  located;  and  (3)  any  portion  of  the 
cost  of  buildings  and  equipment  contributed 
by  or  for  the  institution  where  law  or 
agreement  prohibit  recovery.  For  an  asset 
donated  to  the  institution  by  a  third  party,  its 
fair  market  value  at  the  time  of  the  donation 
shall  be  considered  as  the  acquisition  cost. 

b.  In  the  use  of  the  depreciation  method, 
the  following  shall  be  observed: 

(1)  The  period  of  useful  service  or  useful 
life  established  in  each  case  for  usable 
capital  assets  must  take  into  consideration 
such  factors  as  type  of  construction,  nature  of 
the  equipment,  technological  developments  in 
the  particular  area,  and  the  renewal  and 
replacement  policies  followed  for  the 
individual  items  or  classes  of  assets  involved. 

(2)  The  depreciation  method  used  to  charge 
the  cost  of  an  asset  (or  group  of  assets)  to 
accounting  periods  shall  reflect  the  pattern  of 
consumption  of  the  asset  during  its  useful  life. 
In  the  absence  of  clear  evidence  indicating 


that  the  expected  consumption  of  the  asset 
will  be  significantly  greater  in  the  early 
portions  than  in  the  later  portions  of  its  useful 
life,  the  straightline  method  shall  be 
presumed  to  be  the  appropriate  method. 
Depreciation  methods  once  used  shall  not  be 
changed  unless  appoved  in  advance  by  the 
cognizant  Federal  agency. 

(3)  Where  the  depreciation  method  is 
introduced  for  application  to  assets  for  which 
use  allowance  was  previously  charged,  the 
aggregate  amount  of  use  allowances  and 
depreciation  applicable  to  such  assets  must 
not  exceed  the  total  acquisition  cost  of  the 
assets. 

(4)  When  the  depreciation  method  is  used 
for  buildings,  a  building  “shell’’  may  be 
treated  separately  from  other  building 
components,  such  as  plumbing  system  and 
heating  and  air  conditioning  system.  Each 
component  item  may  then  be  depreciated 
over  its  estimated  useful  life.  On  the  other 
hand,  the  entire  building,  including  the  shell 
and  all  components,  may  be  treated  as  a 
single  asset  and  depreciated  over  a  single 
useful  life. 

(5)  Where  the  depreciation  method  is  used 
for  a  particular  class  of  assets,  no 
depreciation  may  be  allowed  on  any  such 
assets  that  have  outlived  their  depreciable 
lives.  (But  see  also  c(3),  below.) 

c.  Under  the  use  allowance  method,  the 
following  shall  be  observed: 

(1)  The  use  allowance  for  buildings  and 
improvements  (including  improvements  such 
as  paved  parking  areas,  fences,  and 
sidewalks)  will  be  computed  at  an  annual 
rate  not  exceeding  two  percent  of  acquisition 
cost.  The  use  allowance  for  equipment  will 
be  computed  at  an  annual  rate  not  exceeding 
six  and  two-thirds  percent  of  acquisition  cost. 

(2)  In  contrast  to  the  depreciation  method, 
the  entire  building  must  be  treated  as  a  single 
asset  without  separating  its  “shell”  from 
other  building  components  under  the  use 
allowance  method.  The  entire  building  must 
be  treated  as  a  single  asset,  and  the  two- 
percent  use  allowance  limitation  must  be 
applied  to  all  parts  of  the  building.  The  two- 
percent  limitation,  however,  need  not  be 
applied  to  equipment  or  other  assets  that  are 
merely  attached  or  fastened  to  the  building 
but  not  permanently  fixed  and  are  used  as 
furnishings,  decorations  or  for  specialized 
purposes  (e.g.,  dentist  chairs  and  dental 
treatment  units,  counters,  laboratory  benches 
bolted  to  the  floor,  dishwashers,  and 
carpeting).  Such  equipment  and  assets  will  be 
considered  as  not  being  permanently  fixed  to 
the  building  if  they  can  be  removed  without 
the  need  for  costly  or  extensive  alterations  or 
repairs  to  the  building  to  make  the  space 
usable  for  other  purposes.  Equipment  and 
assets  which  meet  these  criteria  will  be 
subject  to  the  six  and  two-thirds  percent 
equipment  use  allowance. 

(3)  A  reasonable  use  allowance  may  be 
negotiated  for  any  assets  that  are  considered 
to  be  fully  depreciated,  after  taking  into 
consideration  the  amount  of  depreciation 
previously  charged  to  the  Government,  the 
estimated  useful  life  remaining  at  the  time  of 
negotiation,  the  effect  of  any  increased 
maintenance  charges,  decreased  efficiency 
due  to  age,  and  any  other  factors  pertinent  to 
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the  utilization  of  the  asset  for  the  purpose 
contemplated. 

d.  Except  as  otherwise  provided  in  b  and  c 
above,  a  combination  of  the  depreciation  and 
use  allowance  methods  may  not  be  used,  in 
like  circumstances,  for  a  single  class  of  assets 
(e.g.,  buildings,  office  equipment,  and 
computer  equipment). 

e.  Charges  for  use  allowances  or 
depreciation  must  be  supported  by  adequate 
property  records,  and  physical  inventories 
must  be  taken  at  least  once  every  two  years 
to  ensure  that  the  assets  exist  and  are  usable, 
used,  and  needed.  Statistical  sampling 
techniques  may  be  used  in  taking  these 
inventories.  In  addition,  when  the 
depreciation  method  is  used,  adequate 
depreciation  records  showing  the  amount  of 
depreciation  taken  each  period  must  also  be 
maintained. 

10.  Donated  services  and  property.  The 
value  of  donated  services  and  property  are 
not  allowable  either  as  a  direct  or  indirect 
cost,  except  that  depreciation  or  use 
allowances  on  donated  assets  are  permitted 
in  accordance  with  Section  J9a.  The  value  of 
donated  services  and  property  may  be  used 
to  meet  cost  sharing  or  matching 
requirements,  in  accordance  with  OMB 
Circular  No.  A-110. 

11.  Employee  morale,  health,  and  welfare 
costs  and  credits.  The  costs  of  house 
publications,  health  or  first-aid  clinics  and/or 
infirmaries,  recreational  activities, 
employees,  counseling  services,  and  other 
expenses  incurred  in  accordance  with  the 
institution’s  established  practice  or  custom 
for  the  improvement  of  working  conditions, 
employer-employee  relations,  employee 
morale,  and  employee  performance,  are 
allowable.  Income  generated  from  any  of 
these  activities  will  be  credited  to  the  cost 
thereof  unless  such  income  has  been 
irrevocably  set  over  to  employee  welfare 
organizations. 

12.  Entertainment  costs.  Costs  incurred  for 
amusement,  social  activities,  entertainment, 
and  any  items  relating  thereto,  such  as  meals, 
lodging,  rentals,  transportation,  and 
gratuities,  are  unallowable. 

13.  Equipment  and  other  capital 
expenditures. 

a.  For  purposes  of  this  paragraph,  the 
following  definitions  apply: 

(1)  Equipment  means  an  article  of 
nonexpendable  tangible  personal  property 
having  a  useful  life  of  more  than  two  years, 
and  an  acquisition  cost  of  $500  or  more  per 
unit.  However,  consistent  with  institutional 
policy,  lower  limits  may  be  established. 

(2)  Capital  expenditure  means  the  cost  of 
the  asset  including  the  cost  to  put  it  in  place. 
Capital  expenditure  for  equipment,  for 
example,  means  the  net  invoice  price  of  the 
equipment,  including  the  cost  of  any 
modifications,  attachments,  accessories,  or 
auxiliary  apparatus  necessary  to  make  it 
usable  for  the  purpose  for  which  it  is 
acquired.  Ancillary  charges,  such  as  taxes, 
duty,  protective  intransit  insurance,  freight, 
and  installation  may  be  included  in,  or 
excluded  from,  capital  expenditure  cost  in 
accordance  with  the  institution’s  regular 
accounting  practices. 

(3)  Special  purpose  equipment  means 
equipment  which  is  used  only  for  research. 


medical,  scientific,  or  other  technical 
activities. 

(4)  General  purpose  equipment  means 
equipment,  the  use  of  which  is  not  limited 
only  to  research,  medical,  scientific  or  other 
technical  activities.  Examples  of  general 
purpose  equipment  include  office  equipment 
and  furnishings,  air  conditioning  equipment, 
reproduction  and  printing  equipment,  motor 
vehicles,  and  automatic  data  processing 
equipment. 

b.  The  following  rules  of  allowability  shall 
apply  to  equipment  and  other  capital 
expenditures: 

(1)  Capital  expenditures  for  general 
purpose  equipment,  buildings,  and  the  land 
are  unallowable  as  direct  charges,  except 
where  approved  in  advance  by  the 
sponsoring  agency. 

(2)  Capital  expenditures  for  special  purpose 
equipment  are  allowable  as  direct  charges, 
provided  that  the  acquisition  of  items  having 
a  unit  cost  of  $1,000  or  more  is  approved  in 
advance  by  the  sponsoring  agency. 

(3)  Capital  expenditures  for  improvements 
to  land,  buildings,  or  equipment  which 
materially  increase  their  value  or  useful  life 
are  unallowable  as  direct  charges,  except 
where  approved  in  advance  by  the 
sponsoring  agency. 

(4)  Capital  expenditures  are  unallowable 
as  indirect  costs.  But  see  Section  J9  for 
allowability  of  depreciation  or  use  allowance 
on  buildings,  capital  improvements,  and 
equipment.  Also  see  Section  J33  for 
allowability  of  rental  costs  on  land,  buildings, 
and  equipment. 

14.  Fines  and  penalties.  Costs  resulting 
from  violations  of,  or  failure  of  the  institution 
to  comply  with  Federal,  State,  and  local  laws 
and  regulations  are  unallowable,  except 
when  incurred  as  a  result  of  compliance  with 
specific  provisions  of  the  sponsoring 
agreement,  or  instructions  in  writing  from  the 
contracting  officer  or  equivalent. 

15.  Fringe  benefits. 

a.  Fringe  benefits  in  the  form  of  regular 
compensation  paid  to  employees  during 
periods  of  authorized  absences  from  the  job, 
such  as  for  annual  leave,  sick  leave,  military 
leave,  and  the  like,  are  allowable,  provided 
such  costs  are  distributed  to  all  institutional 
activities  in  proportion  to  the  relative  amount 
of  time  or  effort  actually  devoted  by  the 
employees,  see  Section  J35  for  treatment  of 
sabbatical  leave. 

b.  Fringe  benefits  in  the  form  of  employer 
contributions  or  expenses  for  social  security, 
employee  insurance,  workmen’s 
compensation  insurance,  tuition  or  remission 
of  tuition  for  individual  employees  or  their 
families  and  the  like  are  allowable,  provided 
such  benefits  are  granted  in  accordance  with 
established  institutional  policies,  and  are 
distributed  to  all  institutional  activities  on  an 
equitable  basis.  See  Section  J36b  for 
treatment  of  tuition  remission  provided  to 
students. 

c.  Rules  for  pension  plan  costs  are  as 
follows: 

(1)  Costs  of  the  institution's  pension  plan 
which  are  incurred  in  accordance  with  the 
established  policies  of  the  institution  are 
allowable,  provided  (a)  such  policies  meet 
the  test  of  reasonableness;  (b)  the  methods  of 
cost  allocation  are  equitable  for  all  activities; 


(c)  the  amount  of  pension  cost  assigned  to 
each  Fiscal  year  is  determined  in  accordance 
with  (2)  below:  and  (d)  the  cost  assigned  to  a 
given  Fiscal  year  is  paid  or  funded  for  all  plan 
participants  within  six  months  after  the  end 
of  that  year. 

(2)  The  amount  of  pension  cost  assigned  to 
each  fiscal  year  shall  be  determined  in 
accordance  with  generally  accepted 
accounting  principles.  Institutions  may  elect 
to  follow  the  “Cost  Accounting  Standard  for 
Composition  and  Measurement  of  Pension 
Cost"  (4  CFR  Part  412). 

(3)  Premiums  paid  for  pension  plan 
termination  insurance  pursuant  to  the 
Employee  Retirement  Income  Security  Act  of 
1974  (Public  Law  93-^106)  are  allowable.  Late 
payment  charges  on  such  premiums  are 
unallowable.  Excise  taxes  on  accumulated 
funding  deficiencies  and  prohibited 
transactions  of  pension  plan  fiduciaries 
imposed  under  the  Employee  Retirement 
Income  Security  Act  are  also  unallowable. 

d.  Fringe  benefit  may  be  assigned  to  cost 
objectives  by  identifying  specific  benefits  to 
specific  individual  employees  or  by  allocating 
on  the  basis  of  the  salaries  and  wages  of  the 
employees  receiving  the  benefits.  When  the 
allocation  method  is  used,  separate 
allocations  must  be  made  to  selective 
groupings  of  employees,  if  the  costs  in 
relationship  to  salaries  and  wages  differ 
significantly  for  different  groups  of 
employees.  Also  fringe  benefits  related  to 
institutional  salaries  and  wages  treated  as 
direct  costs  may  be  treated  as  direct  costs. 

16.  Insurance  and  indemnification. 

a.  Costs  of  insurance  required  or  approve, 
and  maintained,  pursuant  to  the  sponsored 
agreement,  are  allowable. 

b.  Costs  of  other  insurance  maintained  by 
the  institution  in  connection  with  the  general 
conduct  of  its  activities,  are  allowable 
subject  to  the  following  limitations:  (1)  types 
and  extent  and  cost  of  coverage  must  be  in 
accordance  with  sound  institutional  practice; 
(2)  costs  of  insurance  or  of  any  contributions 
to  any  reserve  covering  the  risk  of  loss  of  or 
damage  to  Government-owned  property  are 
unallowable,  except  to  the  extent  that  the 
Government  has  specifically  required  or 
approved  such  costs;  and  (3)  costs  of 
insurance  on  the  lives  of  officers  or  trustees 
are  unallowable  except  where  such  insurance 
is  part  of  an  employee  plan  which  is  not 
unduly  restricted. 

c.  Contributions  to  a  reserve  for  a  self- 
insurance  program  are  allowable,  to  the 
extent  that  the  types  of  coverage,  extent  of 
coverage,  and  the  rates  and  premiums  would 
have  been  allowed  had  insurance  been 
purchased  to  cover  the  risks. 

d.  Actual  losses  which  could  have  been 
covered  by  permissible  insurance  (whether 
through  purchased  insurance  or  self- 
insurance)  are  unallowable,  unless  expressly 
provided  for  in  the  sponsored  agreement, 
except  that  costs  incurred  because  of  losses 
not  covered  under  existing  deductible  clauses 
for  insurance  coverage  provided  in  keeping 
with  sound  management  practice  as  well  as 
minor  losses  not  covered  by  insurance,  such 
as  spoilage,  breakage  and  disappearance  of 
small  hand  tools,  which  occur  in  the  ordinary 
course  of  operations,  are  allowable. 
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e.  Indemnification  includes  securing  the 
institution  against  liabilities  to  third  persons 
and  other  losses  not  compensated  by 
insurance  or  otherwise.  The  Government  is 
obligated  to  indemnify  the  institution  only  to 
the  extent  expressly  provided  for  in  the 
sponsored  agreement,  except  as  provided  in  d 
above. 

17.  Interest,  fund  raising,  and  investment 
management  costs. 

a.  Costs  incurred  for  interest  on  borrowed 
capital  or  temporary  use  of  endowment 
funds,  however  represented,  are  unallowable, 
except  as  indicated  in  e  below. 

b.  Costs  of  organized  fund  raising, 
including  financial  campaigns,  endowment 
drives,  solicitation  of  gifts  and  bequests,  and 
similar  expenses  incurred  solely  to  raise 
capital  or  obtain  contributions,  are 
unallowable. 

c.  Cost  of  investment  counsel  and  staff  and 
similar  expenses  incurred  solely  to  enhance 
income  from  investments  are  unallowable. 

d.  Costs  related  to  the  physical  custody 
and  control  of  monies  and  securities  are 
allowable. 

e.  The  cost  of  interest  paid  to  an  external 
party  is  allowable  where  associated  with  the 
following  assets,  provided  the  assets  are  used 
in  support  of  sponsored  agreements,  and  the 
total  cost  (including  depreciation  or  use 
allowances,  operation  and  maintenance 
costs,  interest  etc.,)  does  not  exceed  the 
rental  cost  of  comparable  assets  in  the  same 
locality. 

(1)  Buildings  acquired  or  completed  on  or 
after  July  1, 1982. 

(2)  Major  reconstruction  and  remodeling  of 
existing  buildings  completed  on  or  after  July 
1, 1982. 

(3)  Acquisition  or  fabrication  of  capital 
equipment  (as  defined  in  paragraph  J.13, 
“Equipment  and  other  capital  expenditures”) 
completed  on  or  after  July  1, 1982,  costing 
$10,000  or  more,  if  agreed  to  by  the 
Government. 

18.  Labor  relations  costs.  Costs  incurred  in 
maintaining  satisfactory  relations  between 
the  institution  and  its  employees,  including 
cost  of  labor  management  committees, 
employees’  publications,  and  other  related 
activities,  are  allowable. 

19.  Losses  on  other  sponsored  agreements 
or  contracts.  Any  excess  of  costs  over  income 
under  any  other  sponsored  agreement  or 
contract  of  any  nature  is  unallowable.  This 
includes,  but  is  not  limited  to,  the  institution’s 
contribution  portion  by  reason  of  cost-sharing 
agreements  or  any  under-recoveries  through 
negotiation  of  flat  amounts  for  indirect  costs. 

20.  Maintenance  and  repair  costs.  Costs 
incurred  for  necessary  maintenance,  repair  or 
upkeep  of  property  (including  Government 
property  unless  otherwise  provided  for) 
which  neither  add  to  the  permanent  value  of 
the  property  nor  appreciably  prolong  its 
intended  life  but  keep  it  in  an  efficient 
operating  condition,  are  allowable. 

21.  Material  costs.  Costs  incurred  for 
purchased  materials,  supplies,  and  fabricated 
parts  directly  or  indirectly  related  to  the 
sponsored  agreements,  are  allowable. 
Purchases  made  specifically  for  the 
sponsored  agreement  should  be  charged 
thereto  at  their  actual  prices  after  deducting 
all  cash  discounts,  trade  discounts,  rebates, 


and  allowances  received  by  the  institution. 
Withdrawals  from  general  stores  or 
stockrooms  should  be  charged  at  their  cost 
under  any  recognized  method  of  pricing 
stores  withdrawals  conforming  to  sound 
accounting  practices  consistently  followed  by 
the  institution.  Incoming  transportation 
charges  are  a  proper  part  of  material  cost. 
Direct  material  cost  should  include  only  the 
materials  and  supplies  actually  used  for  the 
performance  of  the  sponsored  agreement,  and 
due  credit  should  be  given  for  any  excess 
materials  retained,  or  returned  to  vendors. 

Due  credit  should  be  given  for  all  proceeds  or 
value  received  for  any  scrap  resulting  from 
work  under  the  sponsored  agreement.  Where 
Goverment-donated  or  furnished  material  is 
used  in  performing  the  sponsored  agreement 
such  material  will  be  used  without  charge. 

22.  Memberships,  subscriptions  and 
professional  activity  costs. 

a.  Costs  of  the  institution’s  membership  in 
civic,  business,  technical  and  professional 
organizations  are  allowable. 

b.  Costs  of  the  institution’s  subscriptions  to 
civic,  business,  professional,  and  technical 
periodicals  are  allowable. 

c.  Costs  of  meetings  and  conferences,  when 
the  primary  purpose  is  the  dissemination  of 
technical  information,  are  allowable.  This 
includes  costs  of  meals,  transportation,  rental 
of  facilities,  and  other  items  incidental  to 
such  meetings  or  conferences. 

23.  Patent  costs.  Costs  of  preparing 
disclosures,  reports,  and  other  documents 
required  by  the  sponsored  agreement,  and  of 
searching  the  art  to  the  extent  necessary  to 
make  such  invention  disclosures,  are 
allowable.  In  accordance  with  the  clauses  of 
the  sponsored  agreement  relating  to  patents, 
costs  of  preparing  documents  and  any  other 
patent  costs,  in  connection  with  the  filing  of  a 
patent  application  where  title  is  conveyed  to 
the  Government,  are  allowable.  (See  also 
Section  J34.) 

24.  Plant  security  costs.  Necessary 
expenses  incurred  to  comply  with  security 
requirements,  including  wages,  uniforms  and 
equipment  of  personnel  engaged  in  plant 
protection,  are  allowable. 

25.  Preagreement  costs.  Costs  incurred 
prior  to  the  effective  date  of  the  sponsored 
agreement,  whether  or  not  they  would  have 
been  allowable  thereunder  if  incurred  after 
such  date,  are  unallowable  unless  approved 
by  the  sponsoring  agency. 

26.  Professional  service  costs. 

a.  Costs  of  professional  services  rendered 
by  the  members  of  a  particular  profession 
who  are  not  employees  of  the  institution  are 
allowable,  subject  to  b  and  c  below,  when 
reasonable  in  relation  to  the  services 
rendered  and  when  not  contingent  upon 
recovery  of  the  costs  from  the  Government. 
Retainer  fees  to  be  allowable  must  be 
reasonably  supported  by  evidence  of  services 
rendered. 

b.  Factors  to  be  considered  in  determining 
the  allowability  of  costs  in  a  particular  case 
include  (1)  the  past  pattern  of  such  costs, 
particularly  in  the  years  prior  to  the  award  of 
sponsored  agreements;  (2)  the  impact  of 
sponsored  agreements  on  the  institution's 
total  activity;  (3)  the  nature  and  scope  of 
managerial  services  expected  of  the 
institution's  own  organizations;  and  (4) 


whether  the  proportion  of  Government  work 
to  the  institution’s  total  activity  is  such  as  to 
influence  the  institution  in  favor  of  incurring 
the  costs,  particularly  where  the  services 
rendered  are  not  of  a  continuing  nature  and 
have  little  relationship  to  work  under 
sponsored  agreements. 

c.  Costs  of  legal,  accounting,  and  consulting 
services,  and  related  costs,  incurred  in 
connection  with  the  prosecution  of  claims 
against  the  Government,  are  unallowable. 

Costs  of  legal,  accounting  and  consulting 
services,  and  related  costs,  incurred  in 
connection  with  patent  infringement 
litigation,  are  unallowable  unless  otherwise 
provided  for  in  the  sponsored  agreements. 

27.  Profits  and  losses  on  disposition  of 
plant  equipment  or  other  capital  assets. 

Profits  or  losses  arising  from  the  sale  or 
exchange  of  plant,  facilities,  equipment  or 
other  capital  assets,  including  sale  or 
exchange  of  either  short-term  or  long-term 
investments,  shall  not  be  considered  in 
computing  the  costs  of  sponsored  agreements 
except  for  pension  plans  as  provided  in 
Section  J15c.  When  assets  acquired  with 
Federal  funds,  in  part  or  wholly,  are  disposed 
of,  the  distribution  of  the  proceeds  shall  be 
made  in  accordance  with  Attachment  N, 

OMB  Circular  No.  A-110. 

28.  Proposal  costs.  Proposal  costs  are  the 
costs  of  preparing  bids  or  proposals  on 
potential  Government  and  nongovernment 
sponsored  agreements  or  projects,  including 
the  development  of  data  necessary  to  support 
the  institution’s  bids  or  proposals.  Proposal 
costs  of  the  current  accounting  period  of  both 
successful  and  unsuccessful  bids  and 
proposals  normally  should  be  treated  as 
indirect  costs  and  allocated  currently  to  all 
activities  of  the  institution,  and  no  proposal 
costs  of  past  accounting  periods  will  be 
allocable  to  the  current  period.  However,  the 
institution’s  established  practices  may  be  to 
treat  proposal  costs  by  some  other  recognized 
method.  Regardless  of  the  method  used,  the 
results  obtained  may  be  accepted  only  if 
found  to  be  reasonable  and  equitable. 

29.  Public  information  services  costs.  Cost 
of  news  releases  pertaining  to  specific 
research  or  scientific  accomplishment  are 
allowable,  when  they  result  from 
performance  of  sponsored  agreements. 

30.  Rearrangement  and  alteration  costs. 
Cost  incurred  for  ordinary  or  normal 
rearrangement  and  alteration  of  facilities  are 
allowable.  Special  arrangement  and 
alteration  costs  incurred  specifically  for  the 
project  are  allowable  when  such  work  has 
been  approved  in  advance  by  the  sponsoring 
agency. 

31.  Reconversion  costs.  Costs  incurred  in 
the  restoration  or  rehabilitation  of  the 
institution’s  facilities  to  approximately  the 
same  condition  existing  immediately  prior  to 
commencement  of  a  sponsored  agreement, 
fair  wear  and  tear  excepted,  are  allowable. 

32.  Recruiting  costs. 

a.  Subject  to  b,  c,  and  d  below,  and 
provided  that  the  size  of  the  staff  recruited 
and  maintained  is  in  keeping  with  workload 
requirements,  costs  of  "help  wanted" 
advertising,  operating  costs  of  an 
employment  office  necessary  to  secure  and 
maintain  an  adequate  staff,  costs  of  operating 
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an  aptitude  and  educational  testing  program, 
travel  costs  of  employees  while  engaged  in 
recruiting  personnel,  travel  costs  of 
applicants  for  interviews  for  prospective 
employment,  and  relocation  costs  incurred 
incident  to  recruitment  of  new  employees,  are 
allowable  to  the  extent  that  such  costs  are 
incurred  pursuant  to  a  well  managed 
recruitment  program.  Where  the  institution 
uses  employment  agencies,  costs  not  in 
excess  of  standard  commerical  rates  for  such 
services  are  allowable. 

b.  In  publications,  costs  of  help  wanted 
advertising  that  includes  color,  includes 
advertising  material  for  other  than 
recruitment  purposes,  or  is  excessive  in  size 
(taking  into  consideration  recruitment 
purposes  for  which  intended  and  normal 
institutional  practices  in  this  respect),  are 
unallowable. 

c.  Costs  of  help  wanted  advertising,  special 
emoluments,  fringe  benefits,  and  salary 
allowances  incurred  to  attract  professional 
personnel  from  other  institutions  that  do  not 
meet  the  test  of  reasonableness  or  do  not 
conform  with  the  established  practices  of  the 
institution,  are  unallowable. 

d.  Where  relocation  costs  incurred  incident 
to  recruitment  of  a  new  employee  have  been 
allowed  either  as  an  allocable  direct  or 
indirect  cost,  and  the  newly  hired  employee 
resigns  for  reasons  within  his  control  within 
twelve  months  after  hire,  the  institution  will 
be  required  to  refund  or  credit  such 
relocation  costs  to  the  Government. 

33.  Rental  cost  of  buildings  and  equipment. 

a.  Rental  costs  of  buildings  or  equipment 
are  allowable  to  the  extent  that  the  decision 
to  rent  or  lease  is  in  accord  with  Section  C-3. 
Rental  arrangements  should  be  reviewed 
periodically  to  determine  if  circumstances 
have  changed  and  other  options  are 
available. 

b.  Rental  costs  under  “sale  and  lease  back” 
arrangements  are  allowable  only  up  to  the 
amount  that  would  be  allowed  if  the 
institution  continued  to  own  the  property. 

c.  Rental  costs  under  “less-than-arms- 
length”  leases  are  allowable  only  up  to  the 
amount  that  would  be  allowed  if  the 
institution  owned  the  property.  For  this 
purpose,  a  “less-than-arms-length"  lease  is 
one  under  which  one  party  to  the  lease 
agreement  is  able  to  control  or  substantially 
influence  the  actions  of  the  other. 

d.  Where  significant  rental  costs  are 
incurred  under  leases  which  create  a  material 
equity  in  the  leased  property,  they  are 
allowable  only  up  to  the  amount  that  would 
be  allowed  if  the  institution  purchased  the 
property  on  the  date  the  lease  agreement  was 
executed.  For  this  purpose,  a  material  equity 
in  the  property  exists  when  the  lease: 

(1)  is  noncancelable  or  is  cancelable  only 
upon  the  occurrence  of  some  remote 
contingency,  and 

(2)  has  one  or  more  of  the  following 
characteristics: 

(a)  Title  to  the  property  passes  to  the 
institution  at  some  time  during  or  after  the 
lease  period. 

(b)  The  term  of  the  lease  corresponds 
substantially  to  the  estimated  useful  life  of 
the  property  (i.e.,  the  period  of  economic 
usefulness  to  the  legal  owner  of  the  property). 

(c)  The  initial  term  is  less  than  the  useful 
life  of  the  property  and  the  institution  has  the 


option  to  renew  the  lease  for  the  remaining 
useful  life  at  substantially  less  than  fair 
rental  value. 

(d)  The  property  was  acquired  by  the 
leasor  to  meet  the  special  needs  of  the 
institution  and  will  probably  be  usable  only 
for  that  purpose  and  only  by  the  institution. 

(e)  The  institution  has  the  right,  during  or  at 
the  expiration  of  the  lease,  to  purchase  the 
property  at  a  price  which  at  the  inception  of 
the  lease  appears  to  be  substantially  less  that 
the  probable  fair  market  value  at  the  time  it 
is  permitted  to  purchase  the  property 
(commonly  called  a  lease  with  a  bargan 
purchase  option),  except  for  any  discount 
normally  given  to  educational  institutions. 

34.  Royalties  and  other  costs  for  use  of 
patents.  Royalties  on  a  patent  or  amortization 
of  the  cost  of  acquiring  a  patent  or  invention 
or  rights  thereto,  necessary  for  the  proper 
performance  of  the  sponsored  agreement  and 
applicable  to  tasks  or  processes  thereunder, 
are  allowable  unless  the  Government  has  a 
license  or  the  right  to  free  use  of  the  patent, 
the  patent  has  been  adjudicated  to  be  invalid 
or  has  been  administratively  determined  to 
be  invalid,  the  patent  is  considered  to  be 
unenforceable,  or  the  patent  has  expired. 

35.  Sabbatical  leave  costs.  Costs  of  leave 
of  absence  by  employees  for  performance  of 
graduate  work  or  sabbatical  study,  travel,  or 
research  are  allowable  provided  the 
institution  has  a  uniform  policy  on  sabbatical 
leave  for  persons  engaged  in  instruction  and 
persons  engaged  in  research.  Such  costs  will 
be  allocated  on  an  equitable  basis  among  all 
related  activities  of  the  institution.  Where 
sabbatical  leave  is  included  in  fringe  benefits 
for  which  a  cost  is  determined  for  assessment 
as  a  direct  charge,  the  aggregate  amount  of 
such  assessments  applicable  to  all  work  of 
the  institution  during  the  base  period  must  be 
reasonable  in  relation  to  the  institution's 
actual  experience  under  its  sabbatical  leave 
policy. 

36.  Scholarships  and  student  aid  costs. 

a.  Costs  of  scholarships,  fellowships,  and 
other  programs  of  student  aid  are  allowable 
only  when  the  purpose  of  the  sponsored 
agreement  is  to  provide  training  to  selected 
participants  and  the  charge  is  approved  by 
the  sponsoring  agency.  However,  tuition 
remission  and  other  forms  of  compensation 
paid  as,  or  in  lieu  of,  wages  to  students 
performing  necessary  work  are  allowable 
provided  that  (1)  there  is  a  bonafide 
employer-employee  relationship  between  the 
student  and  the  institution  for  the  work 
performed,  (2)  the  tuition  or  other  payments 
are  reasonable  compensation  for  the  work 
performed  and  are  conditioned  explicitly 
upon  the  performance  of  necessary  work,  and 

(3)  it  is  the  institution's  practice  to  similarly 
compensate  students  in  nonsponsored  as 
well  as  sponsored  activities. 

b.  Charges  for  tuition  remission  and  other 
forms  of  compensation  paid  to  students  as,  or 
in  lieu  of,  salaries  and  wages  shall  be  subject 
to  the  reporting  requirements  stipulated  in 
Section  J6,  and  shall  be  treated  as  direct  or 
indirect  cost  in  accordance  with  the  actual 
work  being  performed.  Tuition  remission  may 
be  charged  on  an  average  rate  basis. 

37.  Severance  pay. 

a.  Severance  pay  is  compensation  in 
addition  to  regular  salary  and  wages  which  is 


paid  by  an  institution  to  employees  whose 
services  are  being  terminated.  Costs  of 
severance  pay  are  allowable  only  to  the 
extent  that  such  payments  are  required  by 
law,  by  employer-employee  agreement,  by 
established  policy  that  constitutes  in  effect 
an  implied  agreement  on  the  institution’s 
part,  or  by  circumstances  of  the  particular 
employment. 

b.  Severance  payments  that  are  due  to 
normal  recurring  turnover  and  which 
otherwise  meet  the  conditions  of  a  above 
may  be  allowed  provided  the  actual  costs  of 
such  severance  payments  are  regarded  as 
expenses  applicable  to  the  current  fiscal  year 
and  are  equitably  distributed  among  the 
institution’s  activities  during  that  period. 

c.  Severance  payments  that  are  due  to 
abnormal  or  mass  terminations  are  of  such 
conjectural  nature  that  allowability  must  be 
determined  on  a  case-by-case  basis. 

However,  the  Government  recognizes  its 
obligation  to  participate,  to  the  extent  of  its 
fair  share,  in  any  specific  payment. 

38.  Specialized  service  facilities. 

a.  The  costs  of  institutional  services 
involving  the  use  of  highly  complex  or 
specialized  facilities  such  as  electronic 
computers,  wind  tunnels,  and  reactors  are 
allowable,  provided  the  charge  for  the  service 
meets  the  conditions  of  b  through  d  below. 

b.  The  cost  of  each  service  normally  shall 
consist  of  both  its  direct  costs  and  its 
allocable  share  of  indirect  costs  with 
deductions  for  appropriate  income  or  Federal 
financing  as  describing  in  Section  C5. 

c.  The  cost  of  such  institutional  services 
when  material  in  amount  will  be  charged 
directly  to  users,  including  sponsored 
agreements  based  on  actual  use  of  the 
services  and  a  schedule  of  rates  that  does  not 
discriminate  between  federally  and 
nonfederally  supported  activities  of  the 
institution,  including  use  by  the  institution  for 
internal  purposes.  Charges  for  the  use  of 
specialized  facilities  should  be  designed  to 
recover  not  more  than  the  aggregate  cost  of 
the  services  over  a  long-term  period  agreed  to 
by  the  institution  and  the  cognizant  Federal 
agency.  Accordingly,  it  is  not  necessary  that 
the  rates  charged  for  services  be  equal  to  the 
cost  of  providing  those  services  during  any 
one  fiscal  year  as  long  as  rates  are  reviewed 
periodically  for  consistency  with  the 
longterm  plan  and  adjusted  if  necessary. 

d.  Where  the  costs  incurred  for  such 
institutional  services  are  not  material,  they 
may  be  allocated  as  indirect  costs.  Such 
arrangements  must  be  agreed  to  by  the 
institution  and  the  congnizant  Federal 
agency. 

e.  Where  it  is  in  the  best  interest  of  the 
Government  and  the  institution  to  establish 
alternative  costing  arrangements,  such 
arrangements  may  be  worked  out  with  the 
cognizant  Federal  agency. 

39.  Special  services  costs.  Costs  incurred 
for  general  public  relations  activities,  alumni 
activities,  and  similar  services,  are 
unallowable. 

40.  Student  activity  costs.  Costs  incurred 
for  intramural  activities,  student  publications, 
student  clubs,  and  other  student  activities, 
are  unallowable,  unless  specifically  provided 
for  in  the  sponsored  agreements 
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41.  Taxes. 

a.  In  general  taxes  which  the  institution  is 
required  to  pay  and  which  are  paid  or 
accrued  in  accordance  with  generally 
accepted  accounting  principles  are  allowable. 
Payments  made  to  local  governments  in  lieu 
of  taxes  which  are  commensurate  with  the 
local  government  services  received  are 
allowable,  except  for  (1)  taxes  from  which 
exemptions  are  available  to  the  institution 
directly  or  which  are  available  to  the 
institution  based  on  an  exemption  afforded 
the  Government,  and  in  the  latter  case  when 
the  sponsoring  agency  makes  available  the 
necessary  exemption  certificates;  and  (2) 
special  assessments  on  land  which  represent 
capital  improvements. 

b.  Any  refund  of  taxes,  interest,  or 
penalties,  and  any  payment  to  the  institution 
of  interest  thereon,  attributable  to  taxes, 
interest,  or  penalties  which  were  allowed  as 
sponsored  agreement  costs,  will  be  credited 
or  paid  to  the  Government  in  the  manner 
directed  by  the  Government.  However,  any 
interest  actually  paid  or  credited  to  an 
institution  incident  to  a  refund  of  tax, 
interest,  and  penalty  will  be  paid  or  credited 
to  the  Government  only  to  the  extent  that 
such  interest  accrued  over  the  period  during 
which  the  institution  had  been  reimbursed  by 
the  Government  for  the  taxes,  interest,  and 
penalties. 

42.  Transportation  costs.  Costs  incurred  for 
freight,  express,  cartage,  postage,  and  other 
transportation  services  relating  either  to 
goods  purchased,  in  process,  or  delivered,  are 
allowable.  When  such  casts  can  readily  be 
identified  with  the  items  involved,  they  may 
be  charged  directly  as  transportation  costs  or 
added  to  the  cost  of  such  items.  Where 
identification  with  the  materials  received 
cannot  readily  be  made,  inbound 
transportation  costs  may  be  charged  to  the 
appropriate  indirect  cost  accounts  if  the 
institution  follows  a  consistent,  equitable 
procedure  in  this  respect.  Outbound  freight,  if 
reimbursable  under  the  terms  of  the 
sponsored  agreement,  should  be  treated  as  a 
direct  cost. 

43.  Travel  costs. 

a.  Travel  costs  are  the  expenses  for 
transportation,  lodging,  subsistence,  and 
related  items  incurred  by  employees  who  are 
in  travel  status  on  official  business  of  the 
institution.  Such  costs  may  be  charged  on  an 
actual  basis,  on  a  per  diem  or  mileage  basis 
in  lieu  of  actual  costs  incurred,  or  on  a 
combination  of  the  two,  provided  the  method 
used  is  applied  to  an  entire  trip  and  not  to 
selected  days  of  the  trip,  and  results  in 
charges  consistent  with  those  normally 
allowed  by  the  institution  in  its  regular 
operations. 

b.  Travel  costs  are  allowable  subject  to  c, 
d,  e,  and  f  below,  when  they  are  directly 
attributable  to  specific  work  under  a 
sponsored  agreement  or  are  incurred  in  the 
normal  course  of  administration  of  the 
institution  or  a  department  or  program 
thereof. 

c.  The  difference  in  cost  between  first-class 
air  accommodations  and  less  than  first-class 
air  accommodations  is  unallowable  except 
when  less  than  first-class  air 
accommodations  are  not  reasonably 
available  to  meet  necessary  mission 


requirements,  such  as  where  less  than  first- 
class  accommodations  would  (1)  require 
circuitous  routing,  (2)  require  travel  during 
unreasonable  hours,  (3)  greatly  increase  the 
duration  of  the  flight,  (4)  result  in  additional 
costs  which  would  offset  the  transportation 
savings,  or  (5)  offer  accommodations  which 
are  not  reasonably  adequate  for  the  medical 
needs  of  the  traveler. 

d.  Costs  of  personnel  movements  of  a 
special  or  mass  nature  are  allowable  only 
when  authorized  or  approved  in  writing  by 
the  sponsoring  agency  or  its  authorized 
representative. 

e.  Foreign  travel  costs  are  allowable  only 
when  the  travel  has  received  specific  prior 
approval.  Each  separate  foreign  trip  must  be 
specifically  approved.  For  purposes  of  this 
provision,  foreign  travel  is  defined  as  any 
travel  outside  of  Canada  and  the  United 
States  and  its  territories  and  possessions. 
However,  for  an  organization  located  outside 
Canada  and  the  United  States  and  its 
territories  and  possessions,  foreign  travel 
means  travel  outside  that  country. 

f.  Domestic  travel  costs  are  allowable 
when  permitted  by  the  sponsored  agreement. 
Expenditures  for  such  travel  will  not  be 
allowed  if  they  exceed  the  amount  specified 
by  more  than  25%  or  $500,  whichever  is 
greater,  except  with  an  advanced  approval  of 
the  sponsoring  agency. 

44.  Termination  costs  applicable  to 
sponsored  agreements. 

a.  Termination  of  sponsored  agreements 
generally  gives  rise  to  the  incurrence  of  costs 
or  to  the  need  for  special  treatment  of  costs, 
which  would  not  have  arisen  had  the 
agreement  not  been  terminated.  Items 
peculiar  to  termination  are  set  forth  below. 
They  are  to  be  used  in  conjunction  with  all 
other  provisions  of  this  Circular  in  the  case  of 
termination. 

b.  The  cost  of  common  items  of  material 
reasonably  usable  on  the  institution's  other 
work  will  not  be  allowable  unless  the 
institution  submits  evidence  that  it  could  not 
retain  such  items  at  cost  without  sustaining  a 
loss.  In  deciding  whether  such  items  are 
reasonably  usable  on  other  work  of  the 
institution,  consideration  should  be  given  to 
the  institution's  plans  and  orders  for  current 
and  scheduled  work.  Contemporaneous 
purchases  of  common  items  by  the  institution 
will  be  regarded  as  evidence  that  such  items 
are  reasonably  usable  on  the  institution’s 
other  work.  Any  acceptance  of  common  items 
as  allowable  to  the  terminated  portion  of  the 
agreement  should  be  limited  to  the  extent 
that  the  quantities  of  such  items  on  hand,  in 
transit,  and  on  order  are  in  excess  of  the 
reasonable  quantitative  requirements  of  other 
work. 

c.  If  in  a  particular  case,  despite  all 
reasonable  efforts  by  the  institution,  certain 
costs  cannot  be  discontinued  immediately 
after  the  effective  date  of  termination,  such 
costs  are  generally  allowable  within  the 
limitations  set  forth  in  this  Circular,  except 
that  any  such  costs  continuing  after 
termination  due  to  the  negligent  or  willful 
failure  of  the  institution  to  discontinue  such 
costs  will  be  considered  unacceptable. 

d.  Loss  of  useful  value  of  special  tooling, 
and  special  machinery  and  equipment  is 
generally  allowable,  provided  (1)  such  special 


tooling,  machinery,  or  equipment  is  not 
reasonably  capable  of  use  in  the  other  work 
of  the  institution;  (2)  the  interest  of  the 
Government  is  protected  by  transfer  of  title 
or  by  other  means  deemed  appropriate  by  the 
contracting  officer  or  equivalent;  and  (3)  the 
loss  of  useful  value  as  to  any  one  terminated 
agreement  is  limited  to  that  portion  of  the 
acquisition  cost  which  bears  the  same  ratio 
to  the  total  acquisition  cost  as  the  terminated 
portion  of  the  agreement  bears  to  the  entire 
terminated  agreement  and  other  Government 
agreements  for  which  the  special  tooling, 
special  machinery,  or  equipment  was 
acquired. 

e.  Rental  costs  under  unexpired  leases  are 
generally  allowable  where  clearly  shown  to 
have  been  reasonably  necessary  for  the 
performance  of  the  terminated  agreement, 
less  the  residual  value  of  such  leases,  if  (1) 
the  amount  of  such  rental  claimed  does  not 
exceed  the  reasonable  use  value  of  the 
property  leased  for  the  period  of  the 
agreement  and  such  further  period  as  may  be 
reasonable;  and  (2)  the  institution  makes  all 
reasonable  efforts  to  terminate,  assign,  settle, 
or  otherwise  reduce  the  cost  of  such  lease. 
There  also  may  be  included  the  cost  of 
alterations  of  such  leased  property,  provided 
such  alterations  were  necessary  for  the 
performance  of  the  agreement,  and  of 
reasonable  restoration  required  by  the 
provisions  of  the  lease. 

f.  Settlement  expenses  including  the 
following  are  generally  allowable:  (1) 
accounting,  legal,  clerical,  and  similar  costs 
reasonably  necessary  for  the  preparation  and 
presentation  to  contracting  officers  or 
equivalent  of  settlement  claims  and 
supporting  data  with  respect  to  the 
terminated  portion  of  the  agreement,  and  the 
termination  and  settlement  of  subagreements; 
and  (2)  reasonable  costs  for  the  storage, 
transportation,  protection,  and  disposition  of 
property  provided  by  the  Government  or 
acquired  or  produced  by  the  institution  for 
the  agreement,  except  when  the  institution  is 
reimbursed  for  disposals  at  a  predetermined 
amount  in  accordance  with  the  provisions  of 
Circular  No.  A-110. 

g.  Claims  under  subagreements,  including 
the  allocable  portion  of  claims  which  are 
common  to  the  agreement  and  to  other  work 
of  the  institution,  are  generally  allowable. 

K.  Certification  of  Charges 

To  assure  that  expenditures  for  sponsored 
agreements  are  proper  and  in  accordance 
with  the  agreement  documents  and  approved 
project  budgets,  the  annual  and/or  final  fiscal 
reports  or  vouchers  requesting  payment 
under  the  agreements  will  include  a 
certification,  signed  by  an  authorized  official 
of  the  university,  which  reads  essentially  as 
follows:  "I  certify  that  all  expenditures 
reported  for  payment  requested)  are  for 
appropriate  purposes  and  in  accordance  with 
the  provisions  of  the  application  and  award 
documents.” 

PART  75— DIRECT  GRANT 
PROGRAMS 

16.  The  authority  citation  for  Part  75  is 
revised  to  read  as  follows: 
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Authority:  20  U.S.C.  1221e— 3(a)(1)  and  3474, 
unless  otherwise  noted. 

§  75.3  [Removed] 

17.  Section  75.3  is  removed. 

18.  Section  75.4(a)(1)  is  revised  to  read 
as  follows: 

§  75.4  Department  contracts. 

(a)  A  Federal  contract  made  by  the 
Department  is  governed  by — 

(1)  Chapters  1  and  34  of  Title  48  of  the 
Code  of  Federal  Regulations  (Federal 
Acquisition  Regulation  and  Education 
Department  Acquisition  Regulation). 
***** 

19.  New  §§  75.60-75.62  are  added  and 
a  new  center  heading  is  added 
preceding  these  sections,  to  read  as 
follows: 

Ineligibility  of  Certain  Individuals  To 
Receive  Assistance 

§  75.60  Individuals  ineligible  to  receive 
assistance. 

(a)  An  individual  is  ineligible  to 
receive  a  fellowship,  scholarship,  or 
discretionary  grant  funded  by  the 
Department  if  the  individual — 

(1)  Is  not  current  in  repaying  a  debt 
owed — 

(1)  Under  a  program  listed  in 
paragraph  (b)  of  this  section;  or 

(ii)  To  the  Federal  government  under  a 
nonprocurement  transaction:  and 

(2)  Has  not  made  satisfactory 
arrangements  to  repay  the  debt. 

(b)  An  individual  who  is  not  current  in 
repaying  a  debt  under  a  discretionary 
grant,  scholarship,  fellowship,  or  loan 
program  as  included  in  the  following  list 
is  ineligible  under  paragraph  (a)  of  this 
section: 

(1)  A  grant  awarded  under  the  Pell 
Grant  (20  U.S.C.  1070a,  et  seq.). 
Supplemental  Educational  Opportunity 
Grant  (SEOG)  (20  U.S.C.  1070b.  et  seq.), 
or  State  Student  Incentive  Grant  (SSIG) 
20  U.S.C.  1070c,  et  seq.)  program,  or  a 
scholarship  awarded  under  the  Robert 
C.  Byrd  Honors  Scholarship  Program  (20 
U.S.C.  1070d-31,  et  seq.),  a  fellowship 
awarded  under  the  Jacob  K.  Javits 
Fellows  Program  (20  U.S.C.  1134h- 
1134k),  or  a  fellowship  awarded  under 
the  Patricia  Roberts  Harris  Fellowship 
Program  (20  U.S.C.  1134d-1134f). 

(2)  A  fellowship  awarded  under  the 
Christa  McAuliffe  Fellowship  Program 
(20  U.S.C.  1113-1113e),  the  Bilingual 
Education  Fellowship  Program  (20 
U.S.C.  3221-3262),  or  the  Rehabilitation 
Long-Term  Training  Program  (29  U.S.C. 
774(b)),  or  on  a  repayment  obligation 
incurred  under  the  Paul  Douglas 
Teacher  Scholarship  Program  (20  U.S.C. 
1111,  et  seq.). 

(3)  A  loan  made  under  the  Perkins 
Loan  Program  (20  U.S.C.  1087aa,  et  seq.), 


the  Income  Contingent  Direct  Loan 
Demonstration  Project  (20  U.S.C.  1087a, 
et  seq.),  the  Guaranteed  Student  Loan 
(GSL),  Supplemental  Loans  for  Students 
(SLS),  PLUS,  or  Consolidation  Loan 
Program  (20  U.S.C.  1071,  et  seq.),  or  the 
Cuban  Student  Loan  Program  (22  U.S.C. 
2601,  et  seq.). 

(4)  A  grant,  or  a  loan,  made  under  the 
Law  Enforcement  Education  Program  (42 
U.S.C.  3775). 

(5)  A  stipend  awarded  under  the 
Indian  Fellowship  Program  (29  U.S.C. 
774(b)). 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

§  75.61  Certification  of  eligibility;  effect  of 
ineligibility. 

(a)  An  individual  who  applies  for  a 
fellowship,  scholarship,  or  discretionary 
grant  from  the  Department  shall  provide 
with  his  or  her  application  a 
certification  under  the  penalty  of 
perjury — 

(1)  That  the  individual  is  eligible 
under  §  75.60; 

(2)  That  the  individual  has  not  been 
debarred  or  suspended  by — 

(i)  This  Department  under  the 
procedures  in  Part  85  of  this  title;  or 

(ii)  Another  Federal  agency  under 
procedures  established  under  Executive 
Order  12549. 

(b)  The  Secretary  specifies  the  form  of 
the  certification  required  under 
paragraph  (a)  of  this  section. 

(c)  The  Secretary  does  not  award  a 
fellowship,  scholarship,  or  discretionary 
grant  to  an  individual  who — 

(1)  Fails  to  provide  the  certification 
required  under  paragraph  (a)  of  this 
section;  or 

(2)  Is  ineligible,  based  on  information 
available  to  the  Secretary  at  the  time  the 
award  is  made. 

(d)  If  a  fellowship,  scholarship,  or 
discretionary  grant  is  made  to  an 
individual  who  provided  a  false 
certification  under  paragraph  (a)  of  this 
section,  the  individual  is  liable  for 
recovery  of  the  funds  made  available 
under  the  certification,  for  civil  damages 
or  penalties  imposed  for  false 
representation,  and  for  criminal 
prosecution  under  18  U.S.C.  1001. 

(Authority:  20  U.S.C  1221e-3(a)(l)  and 
3473) 

§  75.62  Requirements  applicable  to 
entities  making  certain  awards. 

(a)  An  entity  that  provides  a 
fellowship,  scholarship,  or  discretionary 
grant  to  an  individual  under  a  grant 
from,  or  an  agreement  with,  the 
Secretary  shall  require  the  individual 
that  applies  for  such  an  award  to 
provide  with  his  or  her  application  a 
certification  under  the  penalty  of 
perjury — 


(1)  That  the  individual  is  eligible 
under  §  75.60; 

(2)  That  the  individual  has  not  been 
debarred  or  suspended  by — 

(i)  This  Department  under  the 
procedures  in  Part  85  of  this  title;  or 

(ii)  Another  Federal  agency  under 
procedures  established  under  Executive 
Order  12549. 

(b)  An  entity  subject  to  this  section 
may  not  award  a  fellowship, 
scholarship,  or  discretionary  grant  to  an 
individual  if — 

(1)  The  individual  fails  to  provide  the 
certification  required  under  paragraph 
(a)  of  this  section;  or 

(2)  The  Secretary  informs  the  entity 
that  the  individual  is  ineligible  under 
§  76.60. 

(c)  If  a  fellowship,  scholarship,  or 
discretionary  grant  is  made  to  an 
individual  who  provided  a  false 
certification  under  paragraph  (a)  of  this 
section,  the  individual  is  liable  for 
recovery  of  the  funds  made  available 
under  the  certification,  for  civil  damages 
or  penalties  imposed  for  false 
representation,  and  for  criminal 
prosecution  under  18  U.S.C.  1001. 

(d)  The  Secretary  may  require  an 
entity  subject  to  this  section  to  provide  a 
list  of  the  individuals  to  whom 
fellowship,  scholarship,  or  discretionary 
grant  awards  have  been  made  or  are 
proposed  to  be  made  by  the  entity. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

20.  Section  75.105(c)(3)  is  revised  to 
read  as  follows: 

§  75.105  Annual  priorities. 

(c)  *  ‘  * 

(3)  Absolute  preference.  The  Secretary 
may  give  an  absolute  preference  to 
applications  that  meet  a  priority.  The 
Secretary  establishes  a  separate 
competition  for  applications  that  meet 
the  priority  and  reserves  all  or  part  of  a 
program’s  funds  solely  for  that 
competition.  The  Secretary  may  adjust 
the  amount  reserved  for  the  priority 
after  determining  the  number  of  high 
quality  applications  received. 

§§  75.107,  75.108,  75.110,  75.111,  75.113, 

74. 1 1 4,  75. 1 1 5,  and  75. 1 1 6  [Removed ] 

21.  Sections  75.107,  75.108,  75.110, 
75.111,  75.113,  75.114,  75.115,  and  75.116 
are  removed. 

§75.118  [Amended] 

22.  The  note  following  §  75.118  is 
removed. 
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§§75.130  through  75.134  [Removed] 

23.  Sections  75.130  through  75.134,  and 
the  center  heading 

“PREAPPLICATIONS”,  are  removed. 

§§75.150  through  75.154  [Removed] 

24.  Sections  75.150  through  75.154,  and 
the  center  heading  “STATE  APPROVAL 
PROCEDURES",  are  removed. 

25.  Section  75.155  is  revised  and  a 
cross-reference  is  added  following  the 
section  to  read  as  follows: 

§  75.155  Review  procedures  if  State  may 
comment  on  applications:  purpose  of 
§§  75.156-75.158. 

If  the  authorizing  statute  for  a 
program  requires  that  a  specific  State 
agency  be  given  an  opportunity  to 
comment  on  each  application,  the  State 
and  the  applicant  shall  use  the 
procedures  in  §§  75.156-75.158. 

(Authority:  20U.S.C.  1221e-3(a)(l)  and  3474) 

Cross-reference:  See  34  CFR  Part  79 
(Intergovernmental  Review  of  Department  of 
Education  Programs  and  Activities)  for  the 
regulations  implementing  the  application 
review  procedures  that  States  may  use  under 
E.0. 12372. 

§  75.160  [Removed] 

26.  Section  75.160  is  removed. 

27.  Section  75.200  is  amended  by 
revising  the  title  and  adding  paragraphs 

(b)(4)  and  (5)  to  read  as  follows: 

§  75.200  How  applications  for  new  grants 
and  cooperative  agreements  are  selected 
for  funding;  standards  for  use  of 
cooperative  agreements. 

***** 

(b)  *  *  * 

(4)  The  Secretary  may  award  a 
cooperative  agreement  instead  of  a 
grant  if  the  Secretary  determines  that 
substantial  involvement  between  the 
Department  and  the  recipient  is 
necessary  to  carry  out  a  collaborative 
project. 

(5)  The  Secretary  uses  the  selection 
procedures  in  this  subpart  to  select 
recipients  of  cooperative  agreements. 
***** 

28.  Section  75.216  is  revised  to  read  as 
follows: 

§  75.216  Applications  not  evaluated  for 
funding. 

The  Secretary  does  not  evaluate  an 
application  if — 

(a)  The  applicant  is  not  eligible; 

(b)  The  applicant  does  not  comply 
with  all  of  the  procedural  rules  that 
govern  the  submission  of  the 
application; 

(c)  The  application  does  not  contain 
the  information  required  under  the 
program;  or 

(d)  The  proposed  project  cannot  be 
funded  under  the  authorizing  statute  or 


implementing  regulations  for  the 
program. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

29.  Section  75.218  is  revised  to  read  as 
follows: 

§  75.218  Applications  not  evaluated  or 
selected  for  funding. 

The  Secretary  informs  an  applicant  if 
its  application — 

(a)  Is  not  evaluated;  or 

(b)  Is  not  selected  for  funding. 
(Authority:  20  U.S.C.  1221e-3[a)(l)  and  3474) 

30.  Section  75.233  is  revised  to  read  as 
follows: 

§  75.233  Setting  the  amount  of  the  grant. 

(a)  Subject  to  any  applicable  matching 
or  cost-sharing  requirements,  the 
Secretary  may  fund  up  to  100  percent  of 
the  allowable  costs  in  the  applicant’s 
budget. 

(b)  In  deciding  what  percentage  of  the 
allowable  costs  to  fund,  the  Secretary 
may  consider  any  other  financial 
resources  available  to  the  applicant. 
(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

31.  Section  75.234  is  revised  to  read  as 
follows: 

§  75.234  The  conditions  of  the  grant. 

(a)  The  Secretary  makes  a  grant  to  an 
applicant  only  after  determining — 

(1)  The  approved  costs;  and 

(2)  Any  special  conditions  necessary 
for  a  high  risk  grantee  subject  to  34  CFR 
74.7  or  80.12. 

(b)  In  awarding  a  cooperative 
agreement,  the  Secretary  includes 
conditions  that  state  the  explicit  nature, 
character,  and  extent  of  anticipated 
Federal  involvement. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

32.  Section  75.235  is  amended  by 
revising  paragraph  (b)  to  read  as 
follows: 

§  75.235  The  notification  of  grant  award. 

***** 

(b)  The  notification  of  grant  award 
sets  the  amount  of  the  grant  award  and 
establishes  other  specific  conditions,  if 
any. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

33.  Section  75.253  is  amended  by 
revising  paragraph  (a)(2),  redesignating 
paragraph  (d)  as  paragraph  (e),  and 
adding  a  new  paragraph  (d)  to  read  as 
follows: 

§  75.253  Continuation  of  a  multi-year 
project  after  the  first  budget  period. 

(a)  *  *  * 

(2)  The  grantee  has  either — 

(i)  Made  substantial  progress  toward 
meeting  the  objectives  in  its  approved 
application;  or 


(ii)  Obtained  the  Secretary’s  approval 
of  changes  in  the  project  that — 

(A)  Do  not  increase  the  cost  of  the 
grant;  and 

(B)  Enable  the  grantee  to  meet  those 
objectives  in  succeeding  budget  periods; 

(d)(1)  If  the  Secretary  decides,  under 
this  section,  not  to  make  a  continuation 
award,  the  Secretary  may  authorize  a 
no-cost  extension  of  the  last  budget 
period  of  the  grant  in  order  to  provide 
for  the  orderly  closeout  of  the  grant. 

(2)  If  the  Secretary  makes  a 
continuation  award  under  this  section — 

(1)  The  Secretary  makes  the  award 
under  §§  75.231-75.236;  and 

(ii)  The  new  budget  period  begins  on 
the  day  after  the  previous  budget  period 
ends. 

***** 

34.  Section  75.261  is  revised  to  read  as 
follows: 

§  75.261  Extension  of  a  project  period. 

The  Secretary  may  extend  a  project 
period  if — (a)  The  extension  does  not 
violate  any  statute  or  regulations; 

(b)  The  extension  does  not  involve  the 
obligation  of  additional  Federal  funds; 

(c)  The  extension  is  to  carry  out  the 
activities  in  the  approved  application; 
and 

(d) (l)(i)  Special  or  unusual 
circumstances  would  delay  completion 
of  the  project; 

(ii)  The  grantee  requests  an  extension 
of  the  project  at  least  45  days  before  the 
end  of  the  project  period;  and 

(iii)  The  grantee  provides  a  written 
statement  before  the  end  of  the  project 
period  giving  the  reasons  why  the 
extension  is  appropriate  under 
paragraph  (d)(l)(i)  of  this  section;  or 

(2)  The  Secretary  determines  that,  due 
to  special  or  unusual  circumstances 
applicable  to  a  class  of  grantees,  the 
project  periods  for  the  grantees  should 
be  extended. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

35.  A  new  §  75.262  is  added  to  read  as 
follows: 

§  75.262  Conversion  of  a  grant  or  a 
cooperative  agreement. 

(a) (1)  The  Secretary  may  convert  a 
grant  to  a  cooperative  agreement  or  a 
cooperative  agreement  to  a  grant  at  the 
time  a  continuation  award  is  made 
under  §  75.253. 

(2)  In  deciding  whether  to  convert  a 
grant  to  a  cooperative  agreement  or  a 
cooperative  agreement  to  a  grant,  the 
Secretary  considers  the  factors  included 
in  §  75.200(b)  (4)  and  (5). 

(b)  The  Secretary  and  a  recipient  may 
agree  at  any  time  to  convert  a  grant  to  a 
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cooperative  agreement  or  a  cooperative 
agreement  to  a  grant,  subject  to  the 
factors  included  in  §  75.200(b)  (4)  and 
(5). 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

§75.510  [Removed] 

36.  Section  75.510  is  removed. 

§  75.518  [Removed] 

37.  Section  75.518  is  removed. 

38.  In  §  75.534,  the  introductory  text 
and  paragraph  (a)  are  revised  to  read  as 
follows: 

§  75.534  Automatic  increases  for 
additional  dependents. 

The  Secretary  may  increase  a  grant  to 
cover  the  cost  of  additional  dependents 
not  specified  in  the  notice  of  award 
under  §  75.235  if— 

(a)  Allowances  for  dependents  are 
authorized  by  the  program  statute  and 
are  allowable  under  the  grant;  and 
***** 

33.  Section  75.560(a)  is  revised  to  read 
as  follows: 

§  75.560  General  indirect  cost  rates; 
exceptions. 

(a)  The  differences  between  direct 
and  indirect  costs  and  the  principles  for 
determining  the  general  indirect  cost 
rate  that  a  grantee  may  use  for  grants 
under  most  programs  are  specified  in  the 
cost  principles  for — 

(1)  Institutions  of  higher  education,  at 
34  CFR  74.172; 

(2)  Hospitals,  at  34  CFR  74.173; 

(3)  Other  nonprofit  organizations,  at 
34  CFR  74.174; 

(4)  Commercial  organizations,  at  34 
CFR  74.175;  and 

(5)  State  and  local  governments  and 
Federally-recognized  Indian  tribal 
organizations,  at  34  CFR  80.22. 
***** 

40.  Section  75.563  is  revised  to  read  as 
follows: 

§  75.563  Restricted  indirect  cost  rate — 
programs  covered. 

Sections  75.564-75.568  apply  to  each 
program  that  has  a  statutory 
requirements  not  to  use  Federal  funds  to 
supplant  non-Federal  funds. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

§§  75.580  and  75.581  [Removed] 

41.  Sections  75.580  and  75.581,  and  the 
center  heading  "COORDINATION”,  are 
removed. 

42.  Section  75.590  is  amended  by 
revising  paragraph  (c)  to  read  as 
follows: 

§  75.590  Evaluation  by  the  grantee. 


(c)  The  effect  of  the  project  on 
participants  being  served  by  the  project. 
***** 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

43.  Section  75.608  is  revised  to  read  as 
follows: 

§  75.608  Areas  in  the  facilities  for  cultural 
activities. 

A  grantee  may  make  reasonable 
provision,  consistent  with  the  other  uses 
to  be  made  of  the  facilities,  for  areas  in 
the  facilities  that  are  adaptable  for 
artistic  and  other  cultural  activities. 
(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

44.  Section  75.616  is  revised  to  read  as 
follows: 

§  75.616  Energy  conservation. 

(a)  To  the  extent  feasible,  a  grantee 
shall  design  and  construct  facilities  to 
maximize  the  efficient  use  of  energy. 

(b)  The  following  standards  of  the 
American  Society  of  Heating, 
Refrigerating,  and  Air  Conditioning 
Engineers  (ASHRAE)  are  incorporated 
by  reference  in  this  section: 

(1)  ASHRAE— 90  A-1980  (Sections  1- 
9). 

(2)  ASHRAE— 90  B-1975  (Sections  10- 

11). 

(3)  ASHRAE— 90  C-1977  (Section  12). 

Note:  Incorporation  by  reference  of 
these  provisions  has  been  approved  by 
the  Director  of  the  Office  of  the  Federal 
Register  pursuant  to  the  Director’s 
authority  under  5  U.S.C.  552(a).  The 
incorporated  document  is  on  file  at  the 
Office  of  the  Federal  Register.  These 
standards  may  be  obtained  from  the 
publication  sales  department  at  the 
American  Society  of  Heating, 
Refrigerating,  and  Air  Conditioning 
Engineers,  Inc.,  1791  Tullie  Circle,  NE., 
Atlanta,  Georgia  30329. 

(c)  A  grantee  shall  comply  with 
ASHRAE  standards  listed  in  paragraph 
(b)  of  this  section  in  designing  and 
constructing  facilities  built  with  project 
funds. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
42  U.S.C.  8373(b);  E.0. 12185) 

45.  A  new  §  75.617  is  added  to  read  as 
follows: 

§  75.617  Compliance  with  the  Coastal 
Barrier  Resources  Act. 

A  recipient  may  not  use,  within  the 
Coastal  Barrier  Resources  System,  funds 
made  available  under  a  program 
administered  by  the  Secretary  for  any 
purpose  prohibited  by  31  U.S.C.  Chapter 
55  (§§  3501-3510). 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
31  U.S.C.  3504,  3505) 

46.  Section  75.621  is  amended  by 
revising  the  section  heading,  removing 


paragraph  (b),  and  removing  the 
paragraph  designation  “(a)”,  to  read  as 
follows: 

§  75.621  Copyright  policy  for  grantees. 
***** 

47.  Section  75.622  is  revised  to  read  as 
follows: 

§  75.622  Definition  of  “project  materials.” 

As  used  in  §§  75.620-75.621,  “project 
materials”  means  a  copyrightable  work 
developed  with  funds  from  a  grant  of  the 
Department. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

§75.625  [Removed] 

48.  Section  75.625  is  removed  and  the 
cross-reference  preceding  this  section  is 
revised  to  read  as  follows: 

Cross-Reference:  See  34  CFR  74.45, 

Program  income — royalties  or  equivalent 
income  earned  from  patents  or  from 
inventions;  and  34  CFR  Part  6,  INVENTIONS 
AND  PATENTS  (GENERAL). 

§75.626  [Amended] 

49.  Section  75.626  is  revised  by 
removing  paragraph  (b)  and  the 
paragraph  designation  “(a)”. 

§  75.681  [Amended] 

50.  Section  75.681  is  revised  by 
removing  the  cross-reference  following 
that  section. 

§  75.684  [Removed] 

51.  Section  75.684  is  removed. 

§75.690  [Removed] 

52.  Section  75.690  is  removed. 

53.  In  §  75.707,  Column  I,  paragraph 
(h)  in  the  Table  is  revised  to  read  as 
follows: 

§  75.707  When  obligations  are  made. 

***** 

(h)  A  preagreement  cost  that  was 
properly  approved  by  the  Secretary 
under  the  cost  principles  identified  in  34 
CFR  Part  74,  Subpart  Q. 
***** 

54.  Section  75.720  is  revised  to  read  as 
follows: 

§  75.720  Financial  and  performance 
reports. 

(a)  This  section  applies  to  the  reports 
required  under  34  CFR  74.73  (Financial 
Status  Report)  and  34  CFR  Part  74, 
Subpart  J  (Monitoring  and  Reporting  of 
Program  Performance). 

(b)  A  grantee  shall  submit  these 
reports  annually,  unless  the  Secretary 
allows  less  frequent  reporting.  However, 
the  Secretary  may  require  a  grantee  of  a 
grant  made  under  34  CFR  Part  700,  706, 
707  (certain  programs  of  the  Office  for 
Educational  Research  and  Improvement) 
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to  submit  performance  reports  more 
often  than  annually. 

(c)  The  Secretary  may,  under  34  CFR 
74.7  (Special  grant  or  subgrant 
conditions)  or  34  CFR  74.72(e)  (regarding 
grantee  accounting  systems),  require  a 
grantee  to  report  more  frequently  than 
annually. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

55.  Section  75.740  is  amended  by 
revising  the  title,  designating  the 
existing  text  as  paragraph  (a)  and 
adding  a  new  paragraph  (b),  to  read  as 
follows: 


§  75.740  Protection  of  and  access  to 
student  records;  student  rights  in  research, 
experimental  programs,  and  testing. 

***** 

(b)  Under  most  programs 
administered  by  the  Secretary,  research, 
experimentation,  and  testing  are  subject 
to  the  requirements  of  section  439  of 
GEPA  and  its  implementing  regulations 
at  34  CFR  Part  98. 

(Authority:  20  U.S.C.  1221e-3(a)(l),  1232g. 
1232h,  3474) 

§§  75.750  through  75.755  [Removed] 

56.  Section  75.750  through  75.755,  the 
center  heading  “DATA  COLLECTION 
BY  A  GRANTEE",  and  the  cross- 
reference  following  §  75.750  are 
removed. 


PART  76— STATE-ADMINISTERED 
PROGRAMS 

57.  The  authority  citation  for  Part  76  is 
revised  to  read  as  follows: 

Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
unless  otherwise  noted. 

§76.3  [Removed] 

58.  Section  76.3  is  removed. 

59.  Section  76.102  is  revised  to  read  as 
follows: 

§  76.102  Definition  of  “State  plan"  for  Part 
76. 

As  used  in  this  part,  "State  plan” 
means  any  of  the  following  documents: 


Document 


State  plan. 


Application . 

Application . 

State  plan . 

State  plan  and  application . 

Application . 

Basic  State  plan,  long-range 
program,  and  annual  program. 
Application/written  request  for 
assistance. 

Application . 


Application . 

Application . 

State  Application . 


Application.. 
State  plan... 


State  plan  supplement . 

State  plan . 

Any  document  that  the  authoriz¬ 
ing  statute  for  a  State-admin¬ 
istered  program  requires  a 
State  to  submit  to  receive 
funds. 


Program 


Assistance  to  States  for  Education  of  Handi¬ 
capped  Children. 

Preschool  Grants . 

Handicapped  Infants  and  Toddlers . 

State  Vocational  Education  Program . 

State- Administered  Adult  Education  Program . 

State  Student  Incentive  Grant  Program . 

The  Library  Services  and  Construction  Act 
State-Administered  Program. 

Client  Assistance  Program . 


Removal  of  Architectural  Barriers  to  the  Handi¬ 
capped  Program. 

Emergency  Immigrant  Education  Program . 

Transition  Program  for  Refugee  Children . 

State  Grants  for  Strengthening  Instruction  in 
Mathematics  and  Science. 

Paul  Douglas  Teacher  Scholarship  Program . 

State  Vocational  Rehabilitation  Services  Pro¬ 
gram. 

State  Supported  Employment  Services  Program .. 

State  Independent  Living  Services  Program . 

Any  State-administered  program  without  imple¬ 
menting  regulations. 


Authorizing  statute 


Part  B  (except  section  619),  Education  of  the  Handicapped  Act  (20  U.S.C. 
1411-1420). 

Section  619,  Education  of  the  Handicapped  Act  (20  U.S.C.  1419). 

Part  H,  Education  of  the  Handicapped  Act  (20  U.S.C.  1471-1485). 

Title  I,  Part  B,  Carl  D.  Perkins  Vocational  Education  Act  (20  U.S.C.  2321-2325). 
Section  341,  Adult  Education  Act  (20  U.S.C.  1206). 

Section  41 5C,  Higher  Education  Act  of  1965  (20  U.S.C.  1070C-2). 

Library  Services  and  Construction  Act  (20  U.S.C.  351-355e-3). 

Section  112,  Rehabilitation  Act  of  1973  (29  U.S.C.  732). 

Section  607,  Education  of  the  Handicapped  Act  (20  U.S.C.  1406). 

Emergency  Immigrant  Education  Act  (20  U.S.C.  3121-3130). 

Section  412(d)  Immigration  and  Naturalization  Act  (8  U.S.C.  1522  (d)). 

Title  II,  Part  A,  Elementary  Education  Act  of  1965,  as  amended  (20  U.S.C. 
2981). 

Section  553,  Higher  Education  Act  of  1965  (20  U.S.C.  1111b). 

Title  I,  Parts  A-C.  Rehabilitation  Act  of  1973  (29  U.S.C.  720-741). 

Title  VI,  Part  C,  Rehabilitation  Act  of  1973  (29  U.S.C.  795j-795r). 

Title  VII,  Part  A,  Rehabilitation  Act  of  1973  (29  U.S.C.  796-796d). 

Section  408(a)(1),  General  Education  Provisions  Act  and  Section  414,  Depart¬ 
ment  of  Education  Organization  Act  (20  U.S.C.  1221e-3(a)(1)  and  3474). 


(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 


60.  The  table  following  §  76.125  is 
revised  to  read  as  follows: 


§  76.1 25  What  is  the  purpose  of  these 
regulations? 


CFDA  No.  and  name  of  program 

Authorizing  statute 

Implementing  regulations  Title  34  CFR  Part 

Library  Programs 

84.034 

Library  Services . 

...  Title  1,  Library  Services  and  Construction  Act  (20  U.S.C. 
351-354). 

770 

84.035 

Interlibrary  Cooperation  and  Resource  Sharing.... 

...  Title  III,  Library  Services  and  Construction  Act  (20  U.S.C. 
351 -351  f;  355e-355e-3). 

770 

84.154 

Public  Library  Construction . 

...  Title  II,  Library  Services  and  Construction  Act  (20  U.S.C. 
351-35K;  355a-355c). 

770 

Postsecondary  Education  Programs 

84  069 

State  Student  Incentive  Grants . 

...  Title  IV,  Part  A.  subpart  3,  Higher  Education  Act  of  1965 
(20  U.S.C.  1070C-1070C-4). 

692 

84.185 

Robert  C.  Byrd  Honors  Scholarships . 

...  Title  IV,  Part  A,  subpart  6,  Higher  Education  Act  of  1965 
(20  U.S.C.  1 070d-31  -1 070d-41 ). 

654 

84  173 

Paul  Douglas  Teacher  Scholarship  Program . 

....  Title  V,  Part  D,  subpart  1.  Higher  Education  Act  of  1965 
(20  U.S.C.  1 1 11-1 1 1 1h). 

653 

Federal  Register  /  Vol.  53,  No.  160  /  Thursday,  August  18,  1988  /  Proposed  Rules 


31603 


CFDA  No.  and  name  of  program 

Authorizing  statute 

Implementing  regulations  Title  34  CFR  Part  | 

Vocational  and  Adult  Education  Programs 

84.002  Adult  Education— State-Administered  Programs . 

Adult  Education  Act,  (20  U.S.C.  1201  etseq.) . 

425.426 

84.048  Vocational  Education— Basic  Grants  to  States . 

Title  II,  Carl  D.  Perkins  Vocational  Education  Act  (20 

400, 401 

U.S.C.  2331-2342). 

84.049  Vocational  Education— Consumer  and  Home- 

Title  III,  Part  B,  Carl  D.  Perkins  Vocational  Education  Act 

400,  401 

making  Education. 

(20  U.S.C.  2361-2363). 

84.053  Vocational  Education— State  Councils . 

Section  112,  Carl  D.  Perkins  Vocational  Education  Act  (20 

400,  401 

U.S.C.  2322). 

84.174  Vocational  Education— Community-Based  Orga- 

Title  III,  Part  A,  Carl  D.  Perkins  Vocational  Education  Act 

400,  401 

nizations. 

(20  U.S.C.  2351-2352). 

*  State  Vocational  Education— Adult  Training,  Retraining, 

Title  III,  Part  C,  Carl  D.  Perkins  Vocational  Education  Act 

400,  401 

and  Employment  Development  Program. 

(20  U.S.C.  2371-2373). 

*  State  Vocational  Education— Comprehensive  Career 

Title  III,  Part  D,  Carl  D.  Perkins  Vocational  Education  Act 

400,  401 

Guidance  and  Counseling  Program. 

(20  U.S.C.  2381-2383). 

*  State  Vocational  Education— Industry— Education  Part- 

Title  III,  Part  E,  Carl  D.  Perkins  Vocational  Education  Act 

400,  401 

nership  for  Training  in  High  Technology  Occupations. 

(20  U.S.C.  2391-2393). 

Education  for  the  Handicapped  Programs 

84.009  Program  for  Education  of  Handicapped  Children 

Subpart  2,  Part  D,  Chapter  1,  Title  f.  Elementary  and 

302 

in  State  Operated  or  Supported  Schools. 

Secondary  Education  Act  of  1965,  as  amended  (20 

U.S.C.  2791-2796). 

84.027  Handicapped  Preschool  and  School  Programs— 

Part  B  (except  section  619),  Education  of  the  Handi- 

300 

State  Grant  Programs. 

capped  Act  (20  U.S.C.  1411-1418  and  1420). 

84.027  Handicapped  Preschool  and  School  Programs— 

Section  619,  Education  of  the  Handicapped  Act  (20 

301 

Incentive  Grants. 

U.S.C.  1419). 

84.155  Removal  of  Architectural  Barriers  to  the  Handi- 

Section  607,  Education  of  the  Handicapped  Act  (20 

304 

capped. 

U.S.C.  1406). 

Other  Elementary  and  Secondary  Programs 

84.010  Educationally  Deprived  Children— Local  Educa- 

Part  A,  Chapter  1,  Title  1,  Elementary  and  Secondary 

200 

tional  Agencies. 

Education  Act  of  1965,  as  amended  (20  U.S.C.  2701  et 

84.011  Migrant  Education  Programs— State  Formula 

Subpart  1,  Part  D,  Chapter  1,  Title  1,  Elementary  and 

201 

Grant  Program. 

Secondary  Education  Act  of  1965,  as  amended  (20 

U.S.C.  2781-2783). 

84  012  Educationally  Deprived  Children— State  Adminis- 

Chapter  1,  Title  1,  Elementary  and  Secondary  Education 

200 

tration 

Act  of  1965,  as  amended  (20  U.S.C.  2701  etseq  ). 

84.013  Educationally  Deprived  Children  in  State  Admin- 

Subpart  3,  Part  D,  Chapter  1,  Title  1,  Elementary  and 

203 

istered  Institutions  Serving  Neglected  and  Delinquent 

Secondary  Education  Act  of  1965,  as  amended  (20 

Children. 

U.S.C.  2801-2804). 

84.146  Transition  Program  for  Refugee  Children . . 

.  Section  412(d),  Immigration  and  Naturalization  Act  (8 

538 

U.S.C.  1522(d)). 

84.151  Federal,  State,  and  Local  Partnership  for  Educa- 

Chapter  2,  Title  1,  Elementary  and  Secondary  Education 

298 

tional  Improvement. 

Act  of  1965,  as  amended  (20  U.S.C.  2911  et  seq.) 

84.162  Emergency  Immigrant  Education  Program . 

.  Emergency  Immigrant  Education  Act  (20  U.S.C.  3121- 

581 

3130). 

84.164  State  Grants  for  Strengthening  Instruction  in 

Part  A,  Title  It,  Elementary  and  Secondary  Education  Act 

208 

Mathematics  and  Science. 

of  1965,  as  amended  (20  U.S.C.  2981-2993). 

84.186  Drug  Free  Schools— State  and  local  programs . 

.  Title  V,  Part  B,  Elementary  and  Secondary  Education  Act 

N/A 

of  1965,  as  amended,  Sections  5121-5127  (20  U.S.C. 

3191-3197). 

*  No  CFDA  Number. 


(Authority:  20  U.S.C.  1221e— 3(a)(1)  and  3474)  an  applicant  for  a  subgrant  must  follow 

61.  Section  76.300  is  revised  to  read  as  to  obtam  ^ e  subgrant, 

follows:  (Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

§76.300  Contact  the  State  for  procedures  §76.305  [Removed] 

to  follow.  62  section  76.305  js  removed. 

The  State  agency  that  administers  a  63.  Section  76.401(a)  is  revised  to  read 

program  may  establish  procedures  that  as  follows: 


§  76.401  Disapproval  of  an  application— 
opportunity  for  a  hearing. 

(a)  State  agency  hearing  before 
disapproval.  Under  the  programs  listed 
in  the  chart  below,  the  State  agency  that 
administers  the  program  shall  provide 
an  applicant  with  notice  and  an 
opportunity  for  a  hearing  before  it  may 
disapprove  the  application. 


Program 

Authorizing  statute 

Implementing 
regulations 
Title  34  CFR 
Part 

State  Grants  for  Strengthening  Instruction  in  Mathematics  and  Science . 

Part  A,  Title  II,  Elementary  and  Secondary  Education  Act  of  1965,  as 

208 

amended  (20  U.S.C.  2981-2993). 

Assistance  to  States  for  Education  of  Handicapped  Children . 

Part  B,  Education  of  the  Handicapped  Act  (except  Section  619)  (20 

300 

U.S.C.  1411-1420). 

Preschool  Grants . 

Section  619,  Education  of  the  Handicapped  Act  (20  U.S.C.  1419) . 

301 

Transition  Program  for  Refugee  Children . 

Section  412(d),  Immigration  and  Naturalization  Act  (8  U.S.C.  1522(d)).™ . 

538 
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Program 

Authorizing  statute 

Implementing 
regulations 
Title  34  CFR 
Part 

581 

Financial  Assistance  for  Construction,  Reconstruction,  or  Renovation  of 

Section  711,  Higher  Education  Act  of  1965  (20  U.S.C.  1132b) . 

617 

Higher  Education  Facilities. 

***** 

64.  Section  76.560  is  revised  to  read  as 
follows: 

§  76.560  General  indirect  cost  rates; 
exceptions. 

(a)  The  differences  between  direct 
and  indirect  costs  and  the  principles  for 
determining  the  general  indirect  cost 
rate  that  a  grantee  may  use  for  grants 
under  most  programs  are  specified  in  the 
cost  principles  for — 

(1)  Institutions  of  higher  education,  at 
34  CFR  74.172; 

(2)  Hospitals,  at  34  CFR  74.173; 

(3)  Other  nonprofit  organizations,  at 
34  CFR  74.174; 

(4)  Commercial  organizations,  at  34 
CFR  74.175;  and 

(5)  State  and  local  governments  and 
Federally-recognized  Indian  tribal 
organizations,  at  34  CFR  80.22. 

(b)  Section  76.563  provides  restrictions 
on  indirect  cost  rates  under  certain 
programs. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

65.  Section  76.563  is  revised  to  read  as 
follows: 

§  76.563  Restricted  indirect  cost  rate — 
programs  covered. 

A  State  and  a  subgrantee  shall  use  a 
restricted  indirect  cost  rate,  computed 
under  34  CFR  75.564-75.568,  for  each 
program  that  has  a  statutory 
requirement  not  to  use  Federal  funds  to 
supplant  non-Federal  funds. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

§§  76.580  and  76.581  [Removed] 

66.  Sections  76.580  and  76.581  and  the 
center  heading  "COORDINATION"  are 
removed. 

§  76.591  I  Corrected  ] 

67.  In  §  76.591,  "75.591"  is  corrected  to 
read  "76.591". 

§76.600  [  Amended  1 

68.  In  §  76.600,  paragraph  (a),  “75.615” 
is  revised  to  read  “75.617". 

§76.681  [Amended] 

69.  Section  76.681  is  amended  by 
removing  the  cross-reference  following 
that  section. 

§  76.684  [Removed] 

70.  Section  76.684  is  removed. 


§  76.690  [Removed] 

71.  Section  76.690  is  removed. 

72.  In  §  76.707,  Column  I,  paragraph 
(h)  in  the  Table  is  revised  to  read  as 
follows: 

§  76.707  When  obligations  are  made. 
***** 

(h)  A  preagreement  cost  that  was 
properly  approved  by  the  State  under 
the  cost  principles  identified  in  34  CFR 
Part  74,  Subpart  Q. 

***** 

73.  Section  76.720  is  revised  to  read  as 
follows: 

§  76.720  Financial  and  performance 
reports  by  a  State. 

(a)  This  section  applies  to  a  State’s 
reports  required  under  34  CFR  74.73 
(Financial  Status  Report)  and  34  CFR 
Part  74,  Subpart  J  (Monitoring  and 
Reporting  of  Program  Performance). 

(b)  A  State  shall  submit  these  reports 
annually,  unless  the  Secretary  allows 
less  frequent  reporting. 

(c)  However,  the  Secretary  may,  under 
34  CFR  74.7  (Special  grant  or  subgrant 
conditions)  or  34  CFR  74.72(e)  (regarding 
grantee  accounting  systems),  require  a 
State  to  report  more  frequently  than 
annually. 

(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 

74.  Section  76.740  is  amended  by 
revising  the  title,  designating  the 
existing  paragraph  as  paragraph  (a)  and 
adding  a  new  paragraph  (b),  to  read  as 
follows: 

§  76.740  Protection  of  and  access  to 
student  records;  student  rights  in  research, 
experimental  programs,  and  testing. 

***** 

(b)  Under  most  programs 
administered  by  the  Secretary,  research, 
experimentation,  and  testing  are  subject 
to  the  requirements  of  section  439  and 
GEPA  and  its  implementing  regulations 
at  34  CFR  Part  98. 

(Authority:  20  U.S.C.  1221e-3(a)(l),  1232g, 
1232h,  3474) 

75.  Section  76.770  is  revised  to  read  as 
follows: 

§  76.770  A  State  shall  have  procedures  to 
ensure  compliance. 

Each  State  shall  have  procedures  for 
reviewing  and  approving  applications 
for  subgrants  and  amendments  to  those 


applications,  for  providing  technical 
assistance,  for  monitoring  and 
evaluating  projects,  and  for  performing 
other  administrative  responsibilities, 
designed  to  ensure  compliance  with 
applicable  statutes  and  regulations. 
(Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474) 
§76.771  [Removed] 

76.  Section  76.771  is  removed. 

§76.772  [Removed] 

77.  Section  76.772  and  the  cross- 
reference  following  that  section  are 
removed. 

§§  76.780  through  76.782  [Removed] 

78.  The  center  heading  preceding 

§  76.780  is  removed  and  §  §  76.780-76.782 
are  removed. 

PART  77 — DEFINITIONS  THAT  APPLY 
TO  DEPARTMENT  REGULATIONS 

79.  The  authority  citation  for  Part  77  is 
revised  to  read  as  follows: 

Authority:  20  U.S.C.  1221e-3(a)(l)  and  3474, 
unless  otherwise  noted. 

80.  Paragraph  (c)  of  §  77.1  is  amended 
by  revising  the  definition  of  “award"  to 
read  as  follows: 

§  77.1  Definitions  that  apply  to  all 
Department  programs. 

***** 

(c)  *  *  * 

"Award"  means  an  amount  of  funds 
that  the  Department  provides  under  a 
contract,  grant,  or  cooperative 
agreement. 

***** 

PART  237— CHRISTA  MCAULIFFE 
FELLOWSHIP  PROGRAM 

81.  The  authority  citation  for  Part  237 
continues  to  read  as  follows: 

Authority:  20  U.S.C.  1113-1113e,  unless 
otherwise  noted. 

82.  Section  237.2  is  amended  by 
removing  “and”  at  the  end  of  paragraph 
(a)(4),  substituting  “;  and"  for  the  period 
at  the  end  of  paragraph  (b),  and  adding 
a  new  paragraph  (c)  to  read  as  follows: 

§  237.2  Who  Is  eligible  to  apply  under  the 
Christa  McAuliffe  Fellowship  Program? 

***** 
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(c)  Is  eligible  for  a  fellowship  under  34 
CFR  75.60. 

***** 

83.  Section  237.7  is  amended  by 
revising  paragraph  (a),  to  read  as 
follows: 

§  237.7  What  regulations  apply? 

***** 

(a)  The  Education  Department 
General  Administrative  Regulations 
(EDGAR)  in  34  CFR  75.60  and  75.61 
(regarding  the  ineligibility  of  certain 
individuals  to  receive  assistance)  and 
Part  77  (Definitions  that  Apply  to 
Department  Regulations). 
***** 

PART  263—  INDIAN  FELLOWSHIP 
PROGRAM 

84.  The  authority  citation  for  Part  263 
is  revised  to  read  as  follows: 

Authority:  20  U.S.C.  3385b,  unless 
otherwise  noted. 

85.  Section  263.2  is  amended  by 
adding  a  new  paragraph  (d),  to  read  as 
follows: 

§  263.2  Who  is  eligible  to  apply  under  the 
Indian  Fellowship  Program? 

***** 

(d)  An  applicant  must  be  eligible 
under  34  CFR  75.60. 
***** 

86.  A  new  §  263.10  is  added  to  read  as 
follows: 

§  263.10  Application  contents:  Evidence  of 
eligibility  under  34  CFR  75.60. 

An  applicant  shall  submit  the 
certification  required  under  34  CFR 
75.61. 

(Authority:  20  U.S.C.  3385b) 

PART  300— ASSISTANCE  TO  STATES 
FOR  EDUCATION  OF  HANDICAPPED 
CHILDREN 

87.  The  authority  citation  for  Part  300 
continues  to  read  as  follows: 

Authority:  20  U.S.C.  1411-1420,  unless 
otherwise  noted. 

88.  Part  300  is  amended  by  adding  a 
center  heading  after  §  300.653  and  by 
adding  new  §  §  300.670-300.672,  to  read 
as  follows: 

Complaint  Procedures  of  the  State 

§  300.670  A  State  shall  adopt  complaint 
procedures. 

A  State  shall  adopt  written  complaint 
procedures  for — 

(a)  Receiving  and  resolving  any 
complaint  that  any  public  agency  is 
violating  a  requirement  in  the  Act  or  in 
this  part; 


(b)  Reviewing  an  appeal  from  a 
decision  of  a  public  agency  with  respect 
to  a  complaint;  and 

(c)  Conducting  an  independent  on-site 
investigation  of  a  complaint  if  the  State 
determines  that  an  on-site  investigation 
is  necessary. 

(Authority:  20  U.S.C.  1412(6)) 

§  300.671  Minimum  complaint  procedures. 

A  State  shall  include  the  following  in 
its  complaint  procedures — 

(a)  A  time  limit  of  60  calendar  days 
after  the  State  receives  a  complaint — 

(1)  If  necessary,  to  carry  out  an 
independent  on-site  investigation;  and 

(2)  To  resolve  the  complaint. 

(b)  An  extension  of  the  time  limit 
under  (a)  of  this  section  only  if 
exceptional  circumstances  exist  with 
respect  to  a  particular  complaint. 
(Authority:  20  U.S.C.  1412(6)) 

§  300.672  An  organization  or  individual 
may  file  a  complaint. 

An  organization  or  individual  may  file 
a  written  signed  complaint  with  a  State. 
The  complaint  must  include — 

(a)  A  statement  that  a  public  agency 
has  violated  a  requirement  in  the  Act  or 
in  this  part;  and 

(b)  The  facts  on  which  the  statement 
is  based. 

(Authority:  20  U.S.C.  1412(6)) 

PART  356— HANDICAPPED 
RESEARCH: RESEARCH 
FELLOWSHIPS 

89.  The  authority  citation  for  Part  356 
is  revised  to  read  as  follows: 

Authority:  29  U.S.C.  760-762,  unless 
otherwise  noted. 

90.  Section  356.2  is  amended  by 
adding  a  new  paragraph  (d),  to  read  as 
follows: 

§  356.2  Who  is  eligible  for  assistance 
under  this  program? 
***** 

(d)  An  applicant  for  a  fellowship 
under  this  program  must  be  eligible 
under  34  CFR  75.60. 
***** 

91.  Section  356.3  is  amended  by 
removing  "and”  at  the  end  of  paragraph 
(b),  removing  the  period  at  the  end  of 
paragraph  (c),  adding  “;  and”  at  the  end 
of  paragraph  (c),  and  adding  a  new 
paragraph  (d),  to  read  as  follows: 

§  356.3  What  regulations  apply  to  this 
program? 

***** 

(d)  The  regulations  in  34  CFR  75.60- 
75.61  (regarding  the  ineligibility  of 
certain  individuals  to  receive 
assistance). 

***** 


PART  562— BILINGUAL  EDUCATION: 
FELLOWSHIP  PROGRAM 

92.  The  authority  citation  for  Part  562 
is  revise  to  read  as  follows: 

Authority:  20  U.S.C.  3221-3262,  unless 
otherwise  noted.) 

93.  Section  562.2  is  amended  by 
removing  “and”  after  the  semicolon  in 
paragraph  (b)(l)(iii),  substituting  and” 
for  the  period  at  the  end  of  paragraph 
(b)(2),  and  adding  a  new  paragraph 
(b)(3)  to  read  as  follows: 

§  562.2  Who  Is  eligible  to  apply  for 
assistance  under  the  fellowship  program? 

***** 

(3)  Is  eligible  for  a  fellowship  under  34 
CFR  75.60. 

***** 

94.  Section  562.3  is  amended  by 
adding  a  new  paragraph  (c),  to  read  as 
follows: 

§  562.3  What  regulations  apply  to  the 
Fellowship  Program? 

***** 

(c)  The  regulations  in  34  CFR  75.60- 
75.62  (regarding  the  ineligibility  of 
certain  individuals  to  receive 
assistance). 

PART  630— FUND  FOR  THE 
IMPROVEMENT  OF  POSTSECONDARY 
EDUCATION 

95.  The  authority  citation  for  Part  630 
is  revised  to  read  as  follows: 

Authority:  20  U.S.C.  1135,  et  seq.,  unless 
otherwise  noted. 

96.  Section  630.11  is  amended  by 
revising  the  parenthetical  phrase  in  the 
introductory  text  to  read  as  follows: 

§  630. 1 1  Types  of  competitions. 
***** 

(See  §  630.22) 

***** 

97.  New  §§  630.22  and  630.23  are 
added  to  read  as  follows: 

§  630.22  Preapplications. 

The  Secretary  considers  a 
preapplication  under  the  procedures  in 
§§  630.21  and  630.23. 

(Authority:  20  U.S.C.  1135) 

§  630.23  Consideration  of  a 
preapplication. 

(a)  The  Secretary  considers  a 
preapplication  if — 

(1)  The  applicant  complies  with  the 
procedural  rules  that  govern  submission 
of  the  preapplication;  and 

(2)  The  preapplication  is  submitted  in 
response  to  an  application  notice  that 
requires  preapplications. 
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(b)  If  the  Secretary  requires 
preapplications  and  an  applicant  does 
not  preapply,  the  applicant  may  not 
apply  for  a  grant. 

(c)  If  an  applicant  submits  a 
preapplication,  the  Secretary — 

(1)  Informs  the  applicant  that  it  is 
eligible  and  encourages  it  to  apply  for  a 
grant; 

(2)  Informs  the  applicant  that  it  is 
eligible  but  does  not  encourage  it  to 
apply  for  a  grant;  or 

(3)  Informs  the  applicant  that  it  is 
ineligible  for  assistance,  and  explains 
why  the  applicant  is  ineligible. 

(d)  An  applicant  may  apply  for  a  grant 
if  the  Secretary  does  not  encourage  it  to 
apply. 

(Authority:  20  U.S.C.  1135) 

PART  653— PAUL  DOUGLAS  TEACHER 
SCHOLARSHIP  PROGRAM 

98.  The  authority  citation  for  Part  653 
continues  to  read  as  follows: 

Authority:  20  U.S.C.  1111-llllh,  unless 
otherwise  noted. 


99.  Section  653.2  is  amended  by 
adding  a  new  paragraph  (c),  to  read  as 
follows: 

§  653.2  Who  is  eligible  to  participate  in 
this  program? 

***** 

(c)  A  high  school  graduate  who 
applies  for  a  scholarship  under  this 
program  must  bo  eligible  under  34  CFR 
75.60. 

***** 


§  653.3  [Amended] 

100.  Section  653.3  is  amended  by 
adding  “§§  75.60-75.62  (regarding  the 
ineligiblity  of  certain  individuals  to 
receive  assistance),”  after 
“(Administration  of  Grants),"  in 
paragraph  (b). 

PART  762— OFFICE  OF  EDUCATIONAL 
RESEARCH  AND  IMPROVEMENT 
FELLOWS  PROGRAM 

101.  The  authority  citation  for  Part  762 
continues  to  read  as  follows: 

Authority:  20  U.S.C.  1221e,  unless 
otherwise  noted. 


102.  Section  762.2  is  amended  by 
adding  a  new  paragraph  (d),  to  read  as 
follows: 

§  762.2  Who  is  eligible  for  fellowship? 

(d)  An  individual  who  applies  for  a 
fellowship  under  the  program  must  be 
eligible  under  34  CFR  75.60. 
***** 

103.  Section  762.4  is  amended  by 
designating  the  existing  text  paragraph 
(a)  and  adding  a  new  paragraph  (b),  to 
read  as  follows: 

§  762.4  What  regulations  apply? 

***** 

(b)  The  regulations  in  34  CFR  75.60- 
75.61  (regarding  the  ineligibility  of 
certain  individuals  to  receive 
assistance)  also  apply  this  to  this 
program. 

***** 
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